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THE CONCEPT OF NATIONAL PLANNING 
IN INSTITUTIONAL ECONOMICS 


ALLAN G. GRUCHY 
University of Maryland 


I 


One of the most significant characteristics of the whole institu- 
tionalist movement in contemporary economic thought has been 
its close association with social criticism and evaluation of matters 
relating to economic welfare. Institutional economists in the 
United States, beginning with Veblen, have not only analyzed the 
economic scene before them, but have gone beyond economic 
analysis and interpretation to speculate about the ends of social or- 
ganization and to consider how social purposes are affected by un- 
derlying economic considerations. One has but to call to mind 
Veblen’s The Engineers and the Price System, J. M. Clark's Social 
Control of Business, R. G. Tugwell’s The Industrial Discipline and the 
Governmental Arts, M. Ezekiel’s recently published Jobs for All 
Through Industrial Expansion, and similar proposals from other 
quarters to see how extensive has been the interest of these institu- 
tional economists in problems of economic welfare. They have 
felt themselves called upon to use their accumulated knowledge 
about the economic system as a tool for social and economic 
criticism and for the definition of the proper ends of our economic 
system. As one outstanding representative of the institutional 
school has expressed this matter, ‘‘Never has the world been more 
obviously in need of expert leadership and never has the obligation 
of leadership more obviously devolved upon a single group. It is 
the clear duty of American economists to say what the economic 
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system of America can and should do and to point the true path 
toward new goals.’"! As economics is taken by the institution- 
alists to be a functional science, they believe that economists 
should devote their efforts to the translation of economic theory 
into some form of action which would enable us to get at the 
sources of our widespread economic difficulties. 


II 


While it may be true that science originated as a response to the 
“instinct of idle curiosity,’’ and also that some scientists have been 
interested only in what they have chosen to call pure science, 
many other scientists, especially those in the realm of social sci- 
ence, have pursued their work in response to actual felt needs, 
personal or social, which they have experienced or have seen 
others experience. When an age is marked by great social and 
economic upheavals, one is not surprised to find that scientific 
pursuits take on a very utilitarian aspect. It is not unusual that 
the economists of the nineteenth century should have concerned 
themselves very largely with logical analysis and the refinements 
of theory, and relatively less with social criticism, since that cen- 
tury in comparison with our own was relatively free from cataclys- 
mic economic and social changes such as we have been witnessing 
in recent decades. This is not to say, however, that the econo- 
mists of the past century did not concern themselves with the 
practical issues of their times. One has only to call to mind 
Ricardo’s grappling with the gold bullion problem, Jevons’ 
brilliant essays on the coal question, the state in relation to labor, 
and currency and finance problems, and Marshall's excellent work 
for the various Royal Commissions to realize that the above asser- 
tion would not be true.? The distinction to be made between 
the work of the nineteenth century economists and that of many 
contemporary economists is that social criticism did not bulk as 
large in the writings of the earlier economists. Later economists 
have been as eager to evaluate and criticize as to analyze and 

1R. G. Tugwell, “‘Experimental Economics,’ The Trend of Economics, p. 384. 

2 See D. Ricardo, The High Price of Bullion; W. S. Jevons, The Coal Question, The State in 


Relation to Labour, and Investigations in Currency and Finance (posthumous); and Official Papers 
of Alfred Marshall, edited by J. M. Keynes. 
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interpret; and it is this tendency toward social criticism and evalu- 
ation of the economic ends of society which makes the institu- 
tional economist a distinctly different type of economist. In- 
stitutional economists like Commons, J. M. Clark, Tugwell, and 
Mitchell are the intellectual children of an era quite different from 
that which produced Jevons, Marshall, Wicksteed, J. B. Clark, 
and other economists of a similar stripe. 

In the opinion of the institutional economists, economics is 
very definitely a functional science, designed to enable us to solve 
the difficulties which we encounter in the economic world.* In 
arriving at this view of their science, they have been greatly in- 
fluenced by the pragmatic instrumentalism of John Dewey accord- 
ing to whom thinking, and hence scientific speculation, is an in- 
strument called into action whenever men meet obstacles in 
making adjustments to their environment.‘ The institutionalists 
have thus combined the functions of scientist and social critic. 
As scientists their purpose has been to analyze and interpret the 
economic system, but when their explanations have been com- 
pleted they have been unwilling to delegate the task of using this 
knowledge to others. Consequently, they have at various times 
added to the réle of the scientist the work of the economic and so- 
cial critic, or as some would prefer to express it, the work of the 
economic and social philosopher. Out of this abiding interest 
in social criticism has come their deep concern with the theory 
and practice of national economic planning, for social and eco- 
nomic criticism necessarily leads to some sort of constructive 
analysis which in this case takes the form of economic planning. 


Ill 


With respect to the type of society which might be the aim of a 
national economic planning program, institutional economists 


3 For a discussion of the functional view of economic science, consult A. B. Wolfe's essay 
entitled ‘‘Functional Economics’’ in The Trend of Economics. 

4W.C. Mitchell, J. M. Clark, and R. G. Tugwell have felt the influence of Dewey's 
pragmatic philosophy. Not only have they been associated with Dewey at Columbia Uni- 
versity, but one finds many references to his philosophical position throughout their writ- 
ings. In any attempt to lay bare the philosophical foundations of institutional economic 
thought much attention would have to be given to the penetrating influence of the prag- 
matic movement in modern American philosophy. 
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fall into two general classes. The first class includes those who, 
like Veblen, Hobson, and the Webbs, believe that it is impossible 
to remodel capitalism so as to eliminate the conflict of competing 
economic interests. For this class of thinkers the only possible 
end-all is a form of society such as the socialistic scheme of things 
which is incompatible with modern capitalism. The second class 
of institutional economists includes those who believe that it is 
possible to revamp modern capitalism in such a fashion as to 
eliminate all important clashes of economic interests, and to bring 
economic security and sufficiency to the masses. To this latter 
class belong J. M. Clark, G. C. Means, W. C. Mitchell, M. Ezekiel, 
J. R. Commons, and a number of other well-known institutional 
economists. John R. Commons states the position of this second, 
more conservative group of institutional economists when he 
says: ‘‘I concede to my radical friends that my trade-union philos- 
ophy always made me conservative. It is not revolutions and 
strikes that we want, but collective bargaining on something 
like an organized equilibrium of equality.""* This ‘‘organized 
equilibrium of equality’’ of Commons would be an extension, 
rather than a denial, of modern capitalism. 

The institutionalists of the first group believe that the struggle 
for profits can never be so regulated as to eliminate the conflict of 
various interests over the distribution of society’s economic out- 
put. It is the belief of these economists that it is impossible to 
have a common socio-economic objective where there exist large 
property-owning classes enjoying the returns which property 
ownership enables them to claim. This, of course, was the 
position adopted by Marx when he said that modern methods of 
production under capitalism were accompanied by methods of 
appropriation of industry's product which could not long be pre- 
served, and which must in his opinion inevitably result in the 
socialistic methods of appropriation.” Likewise Veblen and Hob- 
son have little faith in a reordering of our capitalistic scheme of 


5 For an example of this type of reasoning see Veblen’s planning proposals in the chapter 
entitled ‘‘A Memorandum on a Practicable Soviet of Technicians’’ in The Engineers and the 
Price System, pp. 138-169. 

6 J. R. Commons, Myse/f, p. 73. 

7 Karl Marx, Capital (Kerr edition), Vol. I, Ch. XXV. 
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things to preserve the essentials of the existing system.* Marx 
has thus left his imprint on the thinkers of this stamp, the only 
difference being that the latter-day thinkers of the Marxian tradi- 
tion do not have as much faith in the immediacy of the future 
socialist state as Marx appeared to have. 

The second class of institutionalists, those who have faith in the 
possibility of revamping capitalism to meet the requirements of a 
national planning program, are more representative of contempo- 
tary institutional economic thought in the United States. This 
group of economists would preserve the institutional basis of 
modern economic society, but would mould it to serve the pur- 
poses of national economic planning. They feel that any attempt 
to alter the stream of history by a violent rearrangement of our 
fundamental economic institutions would prove to be socially 
disastrous. Mitchell, Clark, and Tugwell repeatedly assert that a 
national planning program will be successful only if it incorporates 
much of the existing economic order. Economic planning, in 
their opinion, must not be a de novo arrangement, but must some- 
how be grafted onto our present system. 

In the economics of these planners the phrase ‘‘national plan- 
ning’’ is defined to mean the use of maximum output by the nation 
for the highest economic and social purposes. The essence of 
economic planning is therefore the raising of our standards of liv- 
ing to the highest possible level. This involves two aims: first, 
the securing of the as high as possible a standard of living from our 
present productive equipment; and, second, the progressive im- 
provement of our productive capacity so that our standards of 
living may be pushed to still higher levels. Economic planning 
with these objectives in view becomes a matter of controlling the 
economic processes by means of the application of knowledge 
gained through adequate research into the functioning of our 
economic system. Since the economic system is a process and not 
a mere structure, no static plan will be found to be satisfactory. 
Furthermore, the basic aim is not to restrict production in the 


8 Much political and philosophical thought follows in this Marxian tradition. Consult 
Harold J. Laski'’s Parliamentary Government in England, and Sydney Hook's ‘“The Philosophical 
Implications of Economic Planning,’’ which is to be found in W. C. Mitchell, Planned 
Society, Yesterday, Today, and Tomorrow, edited by F. Mackenzie, pp. 663-677. 
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interests of a few select classes as has been the case with some 
forms of voluntary business planning in this country and fascist 
planning in Europe. Instead, the aim is to harness the forces of 
technological progress, so that the total output of our industrial 
system will expand to the benefit of all classes in the nation. 


IV 


The social and economic criticism of the institutional economists 
proceeds on the basis of a number of fundamental assumptions 
which may be seen running through their various planning 
theories and proposals. These basic assumptions may be summed 
up as follows: (a) they believe that a reasonable arrangement or 
ordering of human relations is possible since man is basically a 
cooperative animal; (b) they assume that our production problems 
are capable of early solution by virtue of the unusual fruitfulness 
of modern industrial technology; and, in addition, (c) they feel 
that the major difficulty which confronts economic planning is 
that of distribution, for here is met the conflict of various com- 
peting economic interests. They are firmly convinced, however, 
that this distribution problem can be resolved in a manner which 
will not weaken our democratic institutions. 

Before passing on to a detailed analysis of the concept of national 
economic planning as it has been developed by some well-known 
representatives of the institutional school in the United States, 
it will be helpful to see how these basic assumptions have in- 
fluenced the general tenor of their thinking. The first assumption, 
that of the possibility of a reasonable ordering of man’s social and 
economic relations, is at bottom both a hope and a belief which 
are not original with the institutional economists. The idea stems 
back to the Republic of Plato, the Leviathan of Thomas Hobbes, 
the Absolute State of Hegel, and to the many other utopian 
schemes which have been pictured by social philosophers down 
through the long course of history. Veblen’s ‘‘soviet of tech- 
nicians,’’ Tugwell’s ‘“‘balanced economy,”’ and Ezekiel’s ‘‘indus- 
trial expansion program” are but recent, although more scientific, 
examples of this faith in the possibility of reconstructing society 
which has for centuries leavened the economic and social aspira- 
tions of mankind. As long as emphasis was placed by economists 
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upon man’s competitive instincts, little attention was drawn to 
the fact that, even though he is at times very competitive, man 
is basically what Aristotle called a ‘‘social animal.’’ The insti- 
tutional economist feels that under the proper circumstances men 
will tend to curb their competitive desires to the end that the 
more reasonable cooperative desires or urges will be able to assert 
themselves effectively. As Tugwell has expressed it: 


‘Men are, by impulse, predominantly cooperative. They have their 
competitive impulses, to be sure; but these are normally subordinate. 
Laissez faire exalted the competitive and maimed the cooperative im- 
pulses. It deluded men with the false notion that the sum of many petty 
struggles was aggregate cooperation. Men were taught to believe that 
they were, paradoxically, advancing cooperation when they were defying 
it. That was a viciously false paradox. Of that, today, most of us are 
convinced and, as a consequence, the cooperative impulse is asserting 
itself openly and forcibly, no longer content to achieve its ends obliquely 
and by stealth. We are openly and notoriously on the way to mutual 
endeavors.’’® 


The second basic assumption of the institutionalists, which 
asserts that we now have the necessary technological equipment 
to cope with our production problems, will probably meet with 
little opposition. As Ezekiel points out in his recent analysis of 
the inability of our economic system to provide the necessary goods 
and services required by our population, America has the pro- 
ductive capacity to satisfy much more than the basic economic 
needs of the people.!° This fruitfulness of modern industrial tech- 
nique is a common theme in many diverse quarters. The institu- 
tionalist, however, does not rest with a drawing of our attention 
to the marvelous productivity of the modern industrial system. 
He passes on to point out the effects of our industrial technique 
upon the non-economic aspects of life, and in doing so he gives 
recognition to the fact that any well-ordered society must be fully 
aware of how our industrial technique canalizes all human activ- 
ity. There is thus to be found in the speculations of the institu- 
tionalists a strain of economic determinism which keeps them 


® See R. G. Tugwell, ‘‘Design For Government” in The Battle For Democracy, p. 14. 
10M. Ezekiel, Jobs For All Through Industrial Expansion, pp. 1~7. 
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very close to the realities of the economic world. Tugwell, 
Mitchell, J. M. Clark, Commons, and others of the same school 
have accepted Veblen’s technological interpretation of history 
according to which the most significant single factor shaping the 
course of history since 1800 has been industrial science.1! Early 
schemes for the reordering of society were utopian precisely be- 
cause they paid too little attention to the compelling realities 
of our economic existence. 

This error is not repeated in the work of the institutionalists, 
for they realize that the production and distribution of goods 
and services are basic arrangements in any form of society. These 
economists admit that they are not prepared to draw the com- 
plete outlines of a plan for our communal existence, since they 
are qualified only in the economic field. The planning of social 
life requires, in addition, the contributions of sociologists, polit- 
ical scientists, jurists, and other experts, but since a well-ordered 
society must be based upon a sound economic substructure, these 
economists feel that they are in an especially strategic position 
in any general planning program. Industry ‘‘is a social instru- 
ment which, if freely experimented with, and if directed to the 
uses of men, holds definite promise for the future. Industry can 
lay the basis for any higher life; and no higher life can be built 
without an industrial basis. In this sense the new industry will 
make the future. It can free mankind for whatever life seems to 
men good.’’” 

The harnessing of our industrial technique, however, is not 
enough. It may be granted that our extensive mechanical equip- 
ment, if properly utilized, is capable of giving to mankind a high 
standard of living, but there remains the problem of putting this 
technique into effective service for the purposes of general human 
welfare. This brings us to the third fundamental assumption 
underlying the planning theories of the institutionalists, which 
states that conflicts with respect to the distribution of industry's 
output may be eliminated without sacrificing our democratic 

11 For an introduction to Veblen’s technological interpretation of history consult his 


Theory of Business Enterprise, Ch. IX, and The Place of Science in Civilization, pp. 279-323. 
12 R. G. Tugwell, ‘‘Experimental Economics,’ The Trend Of Economics, p. 422. 
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ideals. The many early utopian schemes paid little attention 
to the political difficulties of inaugurating a new society. Even 
during the nineteenth century a certain naiveté was displayed 
by those who believed that universal suffrage would be a satis- 
factory device for the establishment of democracy. It was soon 
to be demonstrated, however, that political decisions were made 
by blocs or interests, which were reflections of still more funda- 
mental divisions between economic classes.1* 

If democracy is to function properly, the institutionalists 
point out that some means must be found to eliminate this quarrel 
of various economic interests over the fruits of our industrial 
system. This task devolves upon society, which is regarded by 
these economists as being an authority for adjudicating these 
distributional issues. In the writings of Mitchell, Tugwell, 
J. M. Clark, and Commons the state is not assumed to be a super- 
organic entity or a metaphysical sovereignty whose power exists 
above and beyond the people. Rather, it is merely one form of 
collective behavior designed to make the life of the masses more 
adequate. In this view of things the state is not an end-all, but 
instead exists for the common man. Any compulsion exerted 
by the state would fall in with our democratic traditions, the 
institutionalists assert, since it would be intended to convert the 
welfare of the few into the welfare of the many. If national 
planning is to solve our distributional problems, it can do so only 
in response to the dictates of the public will as expressed through 
governmental decisions. This type of planning would therefore 
be a form of voluntary cooperation in the sense that the various 
parties participating in the planning program would act collec- 
tively without external compulsion to achieve their objectives. 


Vv 


In his essay entitled ““The Social Sciences and National Plan- 
ning’’ Wesley C. Mitchell has drawn the broad outlines of his 


18 As Commons calls to the reader’s attention in the final chapter of his Institutional 
Economics, popular government has become ‘“‘discredited in the modern world of universal 
suffrage and conflict of economic interests. In a sense the lobby is more representative than 
the legislature.”’ 
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theoretical program for the reconstruction of our economic sys- 
tem.'* In his opinion the automatic functioning of our economic 
system has become defective, and as a result the business cycle 
is not being successfully ironed out. On the contrary, the dis- 
locations of the business system are becoming increasingly serious, 
and the periods of depression are growing longer rather than 
shorter. Business is finding it more and more difficult to extricate 
itself from the long periods of depression, especially since short- 
sighted price and production policies have been adopted by 
many large industrial enterprises. This condition has come 
about in spite of the growth of planning by private business con- 
cerns, because business planning is at best limited to a very small 
section of the whole economic system.'® As a consequence of 
this failure of the planning efforts of big business, the difficulty of 
maintaining an economic equilibrium is becoming more serious. 
This unfortunate economic situation in which we now find our- 
selves, Mitchell attributes to a cultural lag which has resulted 
from the failure of improvements in social organization to keep 
pace with the developments in industrial science. Improvements 
in technology have made over our industrial system in the past 
century and a half, and have given us an economic system which 
would be capable of producing much more than it now does, if 
all wastes were eliminated and the most efficient methods of 
production were adopted by all enterprises. The problem, there- 
fore, is one of wiping out this cultural lag through the applica- 
tion of the discoveries of economic science to the social processes. 
For Mitchell this means turning to a consideration of the possi- 
bility of taking up this cultural lag by giving more attention to 
the need for planning our economic life on a national scale. 
Economic planning means more than piecemeal or emergency 
planning to Mitchell, since he is convinced that both of these types 
of planning are ‘necessarily futile. Piecemeal planning leaves 
the economic system disorganized at certain vital points, while 
emergency planning suffers from a lack of adequate and mature 
uM W.C. Mitchell, Planned Society, Yesterday, Today, and Tomorrow, edited by F. Mackenzie, 
Ch. V, and ‘‘Intelligence and the Guidance of Economic Evolution,’’ The Backward Art of 
Spending Money, pp. 103-136. 
16 W.C. Mitchell, Business Cycles, p. 35. 
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consideration on the part of those who would attempt this kind 
of planning.'® What is needed, in Mitchell’s opinion, is a sys- 
tematic analysis of our economic and social problems which would 
serve as a point of departure for some form of long-range planning. 
A national planning board, acting only in an advisory capacity, 
would be prepared to focus the intellectual resources of the nation 
upon the problem of drawing the major outlines of a workable 
planning program. Mitchell does not expect that such a board 
would have sufficient wisdom to give us a plan in its final shape. 
Being fully cognizant of the difficulties of applying the findings 
of economic science to the economic and social processes, he 
points out that much of the energy of the planning board would 
have to be devoted to carrying on research in order to prepare a 
scientific foundation for a national planning program. In the 
light of its research the “‘board would often have to advise pro- 
ceeding in an experimental fashion on the basis of probabilities. 
It would be doing pioneer work, for it would be trying to better 
the social organization of one of the most advanced countries 
in the world—to do things which have not yet been done.’’!” 
From this propitious union of economic science, government, and 
the popular will Mitchell believes that there might emerge a 
reconstructed economic system which would bring to the people 
security, sufficiency, and liberty—the necessary bases for the 
good life. 

The problem of economic planning also has an important place 
in the economics of J. M. Clark, whose views on this matter have 
been developed in The Social Control of Business and a number of 
related essays. The unifying principle underlying Clark’s eco- 
nomics is his concept of social efficiency, which is the efficiency, 
not of a single business enterprise or industrial unit, but of our 
entire economic system. Early in his career, Clark arrived at 
this concept of social efficiency through an analysis of the sig- 


16 **Both types of planning that have prevailed in this country—efforts to solve one prob- 
lem at a time and efforts to meet national emergencies by quick action—have grave defects. 
The piecemeal method overlooks the interdependence which is so important a characteris- 
tic of social processes... . As for emergency planning in the face of impending disaster, it 
is certain to be defective in many ways because there is not time enough to use what wisdom 
we have.” W.C. Mitchell, The Soctal Sciences and National Planning, pp. 124-5. 

17 Tbid., p. 126. 
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nificance of overhead costs and of the influence they have upon the 
functioning of our industrial system.'* It soon became apparent 
to Clark in his study of overhead costs that industry is burdened 
with a large amount of unused capital or producing capacity. 
This unused capacity is a heavy social cost which reflects a great 
amount of social inefficiency, and presents us with the paradox of 
low standards of living existing alongside of much unused pro- 
ductive capacity. As Clark has pointed out, the rdle of durable 
capital in our economic life is of basic importance in any study 
of economic problems. ‘‘The tendency to intensified fluctuations 
of derived demand, including the demand for the work and mate- 
rials involved in producing durable consumers’ goods, as well as 
producers’ goods, is of basic importance, in the judgment of the 
writer.""!® Clark believes that the major difficulty of any national 
planning program would be to control the durable capital factor, 
and to prevent it from disrupting the smooth functioning of our 
economic system. 

Like Mitchell, Clark looks forward to a reorganization of our 
economic life within the framework of the existing system of 
private enterprise.*° The type of planning envisaged by Clark is 
neither business planning, which is a form of scientific manage- 
ment, nor socialistic planning such as they now have in Russia. 
He finds that ‘None of those models is completely suited to our 
needs, and we cannot solve our problem by following an analogy 
borrowed from them.... National planning in a system of 
private enterprise faces the more difficult task of changing the 
conditions that govern industrial production-schedules by at- 
tacking the causes which produce instability under the present 
system.''*! Private business planning has been unable to cope 
with the inefficiencies resulting from a lack of more inclusive 
planning. In addition, it inevitably leads to a general limitation 


18 J. M. Clark, Studies in the Economics of Overhead Costs, Chaps. XIX and XXIII. 

19 J. M. Clark, Strategic Factors in Business Cycles, National Bureau of Economic Research, 
p. 191. 

20 J. M. Clark, Preface to Social Economics, p. 241. 

21 See The Social Control of Business, pp. 82-84. He looks for ‘‘an inner change in industry"’ 
which will soften the harsh features of our acquisitive system and gradually transform it 
through a slow metamorphosis into a system devoted to ‘‘the furthering of legitimate eco- 
nomic interests." 
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of output, whereas the objective of national planning is an increase 
of total production.” Furthermore, Clark believes that national 
planning could more effectively meet the problem of a better 
distribution of industry’s total output than could business 
planning. 

In Clark’s conception of a planned economy there would be 
four broad divisions.** The first division would be that con- 
cerned with the more competitive industries such as the extractive 
industries, wholesaling and retailing, and the numerous branches 
of small scale manufacturing. Trade associations representing 
all essential interests would be organized to put into effect those 
policies which would make this section of our economy fit in 
with the larger aims of national planning. There would be 
little need for public control of prices and production in this sector 
of our economy as long as there was such a regularization of 
capital expenditures as would eliminate excess producing capacity. 

The second division of his planned economy would include 
that broad class of industries in which the public interest is so 
vital that a much closer degree of public control is necessary than 
is true of the first division discussed above. In this category 
would fall the large semi-monopolistic or oligopolistic enterprises 
which together comprise the field of imperfect competition. In 
exchange for exemption from the application of the anti-trust 
} laws these enterprises would accept public regulation of their 
price and production policies. Wherever limitation of output 
of any sort was permitted, there would be a close scrutiny of the 
efficiency of operation and the profits earned to insure that the 
limitation of output was in the general interests of the public. 
Among these industries are to be found those enterprises which 
produce the durable capital equipment of our economic system. 
These enterprises would merit the particular attention of any 
planning program, since, as Clark has shown, they are strategically 
placed in our economic system and are very close to the sources 
of our major economic difficulties. 

The third division of Clark’s planned economy would include 





—————— 


. 22 J. M. Clark, Preface to Social Economics, p. 232. 
23 For a summary of Clark's planning proposals see the essay entitled, ‘‘Long-Range 
Planning for the Regularization of Industry,’’ The New Republic, January 13, 1932, Part 2. 
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those industries which are now classed as public utilities, while 
the fourth division would be concerned with direct governmental 
production. In the latter area would be found public corpora- 
tions, such as the Tennessee Valley Authority, which are serving 
the needs of the public without the use of the usual marketing 
machinery. Clark believes that there exist great possibilities 
in this area for the creation of goods and services free from all the 
hampering and wasteful arrangements associated with private 
industrial and business activities. Into this fourth category would 
also be placed the “‘sick’’ industries which private enterprise has 
been unable to cure by means of the ordinary devices at its disposal. 
Perhaps in time such industries as coal mining and railroading 
would find themselves in this classification. 

The agencies established to oversee the planning activities in 
these four fields of economic enterprise would in turn be directed 
by a central planning board ‘‘with functions of investigation, 
suggestion, and correlation rather than with administrative 
duties and authority.’"** The detailed planning would rest with 
the industrial planning agencies discussed above, while the 
national planning board would have as its essential function the 
work of seeing that all aspects of the planning program were 
fitting into an harmonious whole. The work of this central 
board would thus consist of fact-finding and of drawing the broad 
outlines for a national planning program. It would supply the 
necessary unity which has been so badly needed by the modern 
industrial system. However, to avoid any undesirable central- 
ization of authority which might lead to a de-democratizing of 
the planning process, the central board would secure the realiza- 
tion of its plans and policies only through recommendations to 
Congress for legislation designed to carry into effect the board’s 


proposals. 
VI 
Whereas the primary concern of Mitchell and Clark has been 
with the control of our economic system so as to eliminate the 


business cycle, or at least its worst features, the emphasis of 
Tugwell’s economic thought has been placed upon what he has 


% Ibid., p. 248. 
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chosen to call a ‘‘balanced economy.’’ He has devoted special 
attention to the problems of the farmer and to the difficulties of 
agriculture which result from the lack of balance between the 
agricultural and industrial sections of our economic system. 
Through some planning device Tugwell hopes to adjust the 
interrelations of farming and manufacturing in such a manner 
that neither activity will in the future sabotage the efforts of the 
other to achieve a smooth functioning and full utilization of both 
natural and human resources. As Tugwell has pointed out, there 
is an essential difference between farming and manufacturing 
which is to be found in the fact that the demand for farm products 
is relatively inelastic, whereas the demand for manufactured 
products is much more elastic. In planning for the future, Tug- 
well feels that this basic distinction between agriculture and in- 
dustry should always be kept in mind. 

Our economic difficulties, Tugwell finds, are largely due to the 
fact that two important matters of industrial policy are left to 
individual control. These are the control of capital allocation 
and the control of prices. The advantages of technological prog- 
ress have gone to corporations in the form of large earnings rather 
than to the consuming public in the form of increased real income 
which would result from reduced prices. Industries have been 
free to plow back their large profits into plant extensions, and 
there has resulted tremendous social waste in the form of over- 
equipment. As a consequence of this private right to allocate 
capital we have technological unemployment in boom times; 
and in depression years we have cyclical unemployment as the 
result of“tiarrowly-conceived business policies which hold up 
prices and curtail production in the face of a declining market. 
The results of the exercise of these private rights to allocate capital 
and control prices are disastrous not only to industry but also to 
agriculture. When prices are maintained and production is 
curtailed, the markets for farm products necessarily shrink. In 
the vicious cycle of a depression, the whole structure of the farm- 
ing economy is dislocated as a consequence of this drying up of 
the public’s purchasing power. The primary source of our 
economic troubles is therefore to be found in the production and 


25R. G. Tugwell, The Battle for Democracy, p. 7. 
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price policies of our large industries which have the power to 
dislocate the whole national economy. Tugwell feels that we 
must somehow devise a plan by means of which the improvement 
in our capacity to produce will be correlated with an adequate 
expansion of purchasing power. For this purpose he believes 
that we need a ‘‘new design for government.’” The policeman 
doctrine of government must be replaced by the umpire doctrine 
of government. The government's function, instead of being 
negative, must be positive and directive. A new policy of govern- 
mental action is required which will recognize the centralization 
of industry with which we cannot dispense, and then plan for 
its control. Government and business would become partners 
in this planning project, but the government would always re- 
main the senior partner. 

Tugwell’s planning scheme is outlined in a chapter entitled 
“Government and Industry’’ which appears in The Industrial Disci- 
pline and the Governmental Arts. In his plan each industry would 
be represented by an association composed of representatives from 
the various concerns within the industry.2° This industrial 
association would create its own planning board, which would 
then determine the necessary planning devices required by the 
planning project. Over all the various industrial associations 
there would be a United States Industrial Integration Board, con- 
sisting of representatives from each industry, the government, 
and the public. This central planning organization would be a 
‘‘mediating and integrating body for the coordination of the sev- 
eral industries’ plans and policies respecting production, prices, 
division of markets, working conditions, and the like.’’"?7 As 
far as possible planning would be done by the local industrial 
associations whose members would be most familiar with the 
actual operations of industry. However, in order to provide for 
concerted action, and for that over-all point of view essential for 
issues which transcend any one industry, the central planning 
agency would have to be equipped with the necessary powers of 
investigating and reviewing the planning policies and proposals 
of the various district and local industrial associations. 


36 See p. 212. 
27 [bid., p. 212. 
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To carry out Tugwell’s planning program, an Industrial Reserve 
Fund would be built up by levying a 3 per cent excise tax on the 
output of industry. This fund, administered by the central 
planning board, ;would be divided into three equal parts. One 
part would be returned to those industrial concerns which ac- 
cepted the planning program; the second part would be put into a 
special surplus fund which could be used to pay dividends to 
shareholders; and the third part would be used for unemployment 
insurance purposes. 

The purpose of the first part of the fund would be to reward 
compliant industries and to penalize those which refused to adopt 
the planning proposals. Tugwell also points out that this device 
could be used to avoid the other alternative of federal incorpora- 
tion which would involve certain constitutional difficulties. As 
far as possible, it would be desirable to permit the businessmen 
to exhibit their willingness to adopt some form of planning scheme 
on a voluntary basis, but since there is always to be expected a 
recalcitrant minority in many industries, some devices must be 
at hand to make majority rule effective. The second portion of 
the Industrial Reserve Fund would be necessary, if industrial 
concerns are not to be allowed to buiid up their own surpluses. 
Since the central planning board, in conjunction with the indus- 
trial planning associations, is to decide upon the allocation of 
capital, it will no longer be necessary for individual concerns to 
create their own surpluses out of which plant extensions could be 
financed. However, if through public control of their profits 
concerns are unable to build up their surpluses, they must be given 
some assurance concerning the payment of dividends in those 
years when they are unable to make satisfactory annual returns. 
The alternative to this plan of preventing concerns from accumu- 
lating surpluses would be to force the concerns to distribute their 
accumulated surpluses by means of a tax upon undistributed 
corporate profits. In either case, Tugwell would strike at the 
major source of the private allocation of capital. 

By these various devices outlined above, Tugwell believes that 
a central planning board would be in a position to construct the 
necessary plans relating to consumption patterns, production 
quotas, prices, and the allocation of capital. Further than this, 
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Tugwell does not go in drawing his picture of the planned econ- 
omy of the future. He refrains from doing so because he adopts 
the pragmatic principle that we learn by doing.2* The central 
planning agency must discover, through a trial-and-error method, 
the best means of balancing production and consumption and of 
preserving all the legitimate interests that are involved in the 
planning scheme. Tugwell is careful to point out that the activ- 
ities of any central planning agency must always be of an explora- 
tory nature. 


VII 


Another economist, whose economic theorizing has been along 
the same general lines as the work of W. C. Mitchell, J. M. Clark, 
and R. G. Tugwell, is Mordecai Ezekiel. In his recent publica- 
tion, Jobs For All Through Industrial Expansion, Ezekiel develops 
further the position which he first outlined in an earlier publica- 
tion.*® He has been in a position not only to observe economic 
planning in actual operation, but also to take part in the formula- 
tion of various plans. As an economic expert in the Department 
of Agriculture, he has been able to observe the results of the 
various planning efforts of that governmental division. In 
addition, he has been a member of the industrial section of the 
National Resources Committee since 1935.*° His work with 
this federal planning committee has brought before him the 
problems of economic planaing on a national scale. 

Ezekiel’s scheme for economic planning, as developed in Jobs 
For All Through Industrial Expansion, isnot entirely original. He 
has combined a number of ideas taken from three sources, namely, 
the National Recovery Administration experiment, the Agricul- 
tural Adjustment program, and the ever-normal granary proposals. 
Contributions from these various schemes have been fused to- 
gether to give what Ezekiel has called the Industrial Expansion 
Program. According to this program, an Industrial Authority 
would be set up in each key industry, giving equal representation 


28 Ibid., p. 216. 

29M. Ezekiel, $2500 @ Year, from Scarcity to Plenty. 

*0 For a discussion of the work and progress of this committee, see the writer's ‘The 
Economics of the National Resources Committee,’’ American Economic Review, March, 1939, 


PP. 60-73. 
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to labor, management, consumers, and the government.*! This 
Industrial Authority would act as the central program-making 
agency for each industry, and would prepare tentative annual 
production schedules. These production schedules for each 
industry would then be checked against one another to insure a 
balanced industrial expansion. In charge of the Industrial Ex- 
pansion Program would be a central coordinating agency of the 
federal government known as the Industrial Expansion Adminis- 
tration, whose primary purpose would be to underwrite the 
annual production of the various industries. The government 
would agree to purchase any unsold portion of the planned annual 
output, and some means would later be found for disposing of any 
surplus commodities. In this fashion, there would be established 
an ‘‘ever-normal warehouse’ for industry similar in operation 
to the ever-normal granary provided for by the 1938 Farm Bill. 
As some legislative devices would have to be found to enable 
the majority of firms in the various industries to force recalcitrant 
minorities into line, Ezekiel suggests that an industrial processing 
tax could be used for this purpose. The tax would also provide 
funds for the purchase of any unsold annual surpluses of commodi- 
ties. Another device to insure cooperation on the part of business- 
men might take the form of a federal licensing for interstate 
enterprises. Public hearings would be held in each industry to 
permit all interested parties to air their views concerning the 
proposed annual production schedules of each industry. In the 
event that the members of an Industrial Authority could not 
agree among themselves, or that different Industrial Authorities 
could not come to an agreement in checking their respective an- 
nual production programs, final decisions would be made by 
the Industrial Expansion Administration. In order to prevent a 
freezing of the economic system at its present level of productive 
efficiency, Ezekiel’s plan makes allowance for the expansion of the 
most efficient firms and for the entry of new firms. To achieve 
this end production quotas would be established for each firm 
within those industries included in the planning program. If, 
in any one year, an inefficient firm does not fill its production 


31M. Ezekiel, Jobs for All through Industrial Expansion. The outlines of the planning 
scheme are presented in Part I, pp. 11-36. 
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quota, the following year the quotas of more efficient firms would 
be enlarged. Also, from 2 to 5 per cent of each industry's output 
would be reserved for new firms which might prove to have the 
most efficient methods of production. There would thus be no 
endeavor to preserve the high-cost, inefficient concerns, and even- 
tually all such firms would be forced out of production. 

One of the great advantages of his planning proposals Ezekiel 
finds to be the possibility of planning capital equipment expan- 
sion. Like Mitchell, Clark, and Tugwell, Ezekiel believes that 
one fundamental cause of fluctuations in business activity is the 
unstable nature of the capital goods industries. ‘“‘It is in large 
part this large and increasing importance of the capital goods 
industries in our economy, and the exceptional instability that 
these industries show, that has produced such extreme fluctuations 
in business activity during the past 20 years.’’*? When business 
expands, the capital goods industries are over-stimulated with 
the result that there inevitably comes a decline in their output 
of machinery, tools, and other equipment. This cessation of 
activity in the capital goods industries then spreads to other 
industries, and in time the industrial infection becomes wide- 
spread. To eliminate these economic difficulties the Industrial 
Expansion Program would provide for a long-range budgeting of 
industry's investment in capital goods to keep the heavy goods 
industries operating smoothly on a full-time basis. 

In Ezekiel’s opinion his planning program would avoid many 
of the weaknesses of the National Recovery Administration 
experiment, which appears to him to have been unsound in a 
number of its fundamentals. He asserts that the National Re- 
covery Administration experiment did not contain sufficient 
specifications as to how its objectives were to be achieved, that 
it had no effective administrative power to enforce compliance, 
and, above all, that it attempted to bring too large a portion of 
the business system within its planning framework. Although 
the National Recovery Administration experiment and Ezekiel’s 
plan have the same general aims, namely, greater production, 
more employment, and more equality in distribution, Ezekiel 


2 Tbid., p. 94. 
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feels that his program is sounder and more realistic. This would 
be so, he believes, because the Industrial Expansion Program 
provides for an increase in production, increases in employment 
and wages, but no increase in the general price level. 

Only certain key industries would be participants in Ezekiel’s 
economic planning program. They would include those large- 
scale industries in the areas where competition has lost much of 
its regulatory force, as is the case with the steel, cement, automo- 
bile, farm machinery, copper, and aluminum industries. A 
second group of key industries including those devoted to con- 
sumption goods, such as the textile, shoe, and clothing industries, 
could be left out of the plan, as well as wholesale, retail, and other 
activities. It is Ezekiel’s aim to include as few industries as 
possible within the framework of the planning capacities. In 
addition, he feels that, once the key industries have been restored 
to full, smooth functioning, the rest of our economy will adjust 
itself adequately to the planning program. In his own words, 
‘Under Industrial Expansion, competition can continue to exist 
in some industries alongside of planned activity in other indus- 
tries, just as today effective competition continues in a few indus- 
tries alongside of monopolistic restrictions or rigidities in some 
industries and governmental controls in others. Competition 
will expand production and employment in the outside industries 
at the same time that the planned programs are expanding pro- 
duction in the areas now restricted by short-sighted controls.’’* 

Ezekiel’s Industrial Expansion Program is thus an extensive 
collective bargaining agreement between various industries with 
all the interested parties fully represented. Running through 
his analysis of the plan is to be observed a prominent vein of 
optimism concerning the possibilities of economic planning. To 
the question as to why businessmen would accept his planning 
proposals, Ezekiel answers that the plan would secure their alle- 
giance since it means increased profits for them. He assumes 
that businessmen can be prevailed upon to give up the old custom 

33 Ibid., p. 201. This view of the economic system as a mixture of competitive and 


monopolistic activities is similar to the view developed by Gardiner C. Means. For a 
summary of Means’ views see C. F. Ware and G. C. Means, The Modern Economy in Action. 
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of taking all the profit windfalls that come their way, if a con- 
tinuous flow of more moderate profits can be somehow assured 
to them. With respect to the adoption of his plan, Ezekiel feels 
that great care should be exercised to prevent a hasty inaugura- 
tion of national planning. For this reason he feels that a Bureau 
of Industrial Economics should be established in the Department 
of Commerce to provide the factual information necessary for 
successful national economic planning. Like the Bureau of 
Agricultural Economics, this new industrial bureau would study 
the production patterns of our major industries, make estimates 
with respect to probable supply of, and demand for, the various 
industrial products, and in general lay the foundation through 
research for the Industrial Expansion Program. At this point 
Ezekiel reveals the influence of the modern philosophy of prag- 
matism upon his economic theorizing, for, like the pragmatist, 
he believes that knowledge comes from acting. As he himself 
expresses it, ‘Sometimes the best way to find out what you don’t 
know is to take action, and to discover what you need to know.’’*4 
In this fashion our planning theories and proposals would be 
tested ‘‘in the forge of practical experience,’’ and Ezekiel feels 
that in a few years we would have at our disposal the necessary 
facts and personnel to tackle properly this Gargantuan task of 
national economic planning. 


Vill 


The concept of a national economic plan thus developed by 
the institutionalists is a concept of a cooperative economy which 
would seek to subdue the various centrifugal forces making for 
dislocation within our economic system. Out of the heterogeneity 
of the modern industrial system, they would forge a homogeneous 
economic system which would supply the necessary coordination 
of our productive capacities and working population. Through 
the devices of a wider scientific management, full utilization of 
our human and natural resources, and planned expansion of 
industry, the institutionalists hope to establish a new equilibrium 
within the economic order capable of providing a satisfactory 
standard of living for all classes. 


4 Tbid., p. 185. 
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This survey of the planning theories and proposals of W. C. 
Mitchell, J. M. Clark, R. G. Tugwell, and M. Ezekiel reveals 
many similarities in their planning concepts. In summary, it 
may be pointed out that they agree that, of all our economic 
activities, the ones which require the most public attention are 
the key manufacturing industries of a monopolistic nature. If 
these large-scale enterprises can be restored to a smooth, full-time 
functioning, the rest of our economy will without much difficulty 
soon fall into line. They also agree that planning should cover 
as few industries as the good working of the planning program 
requires, so that as much stimulus to personal initiative may be 
preserved as is compatible with the working out of the planning 
program. Furthermore, before any planning program is in- 
augurated, they feel that the proper planning agencies should be 
established, and that an adequate foundation of facts should be 
prepared for the proposed planning scheme. Finally, national 
economic planning must be carried on only in the democratic 
tradition. To secure this desirable end, any planning proposal 
that is made should be santioned by the elected representatives 
of the people. National economic planning should be in re- 
sponse to popular demands, and so these economists believe that 
it is desirable to prepare the way for planning through popular 
education.*® 

Although these planners have some very definite theories and 
concrete proposals relating to national economic planning, they 
do not become so dogmatic as to attempt to lay down a fixed plan 
for all time to come. They have no final plan in their minds 
which they wish to offer to the public, and they have no intention 
of blueprinting the future. Being extremely pragmatic in their 
thinking and realistic in their proposals, they realize that the 
economic processes of today will go on in the future, as they have 
in the past, developing ever new situations and calling forth ever 
new solutions. J. M. Clark aptly sums up this attitude of the 

%5 The Department of Agriculture has carried on an extensive educational program among 
the nation’s farmers through the work of the Bureau of Agricultural Economics. In the 
opinion of those economists whose planning proposals we have been analyzing, there is a 
similar educational need with respect to industrial planning. It would be one of the func- 


tions of the proposed Bureau of Industrial Economics to prepare an adequate educational 
program along these lines. 
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institutionalists when he states that ‘‘In the end, we must never 
expect to be satisfied, for the simple reason that we do not really 
want to be.’’** Life, economic or otherwise, can never be forced 
into a straitjacket without destroying what is best in man’s ex- 
ploratory nature. In the opinion of these planners, national 
economic planning could preserve the adventurous course of life 
and at the same time, bring security and sufficiency to the masses 
who would then be really free, for the first time, to live something 
of a full life. 

To some people these economists, whose plans we have briefly 
summarized, will appear to be too utopian and too enthusiastic 
about the possibilities of national planning. To others, less 
conservatively inclined, their plans will appear to be too much 
of a half-measure. But, however we may regard their plans and 
proposals, these economists are significant because they are a call 
to action, in some form at least, in a world which is putting our 
democracy to a really crucial test. We may not agree with their 
suggested programs of action, but we must acknowledge that 
they are an important challenge in an age which has come to put a 
high premium upon action. It is apparent to any thoughtful 
person that economic and social theory must be translated into 
political action in the immediate future, if we are to avoid the 
evils of a situation where he who merely acts first gets the spoils, 
as seems to have been the case already in the undemocratic coun- 
tries throughout the world. And so, even though one does not 
accept these economists’ planning proposals, he can hardly avoid 
admiring the spirit in which their plans have been conceived, 
and the faith in human nature which has nourished them. 
Whether they be on the right or wrong path in their planning 
schemes, Mitchell, Clark, Tugwell, and Ezekiel will have served 
a high social purpose if they succeed in galvanizing a somewhat 
lethargic public into action to meet the difficulties of a future 
which will certainly test its mettle. 


36 J. M. Clark, The Social Control of Business, p. 85. 




















THE FOREST TAX DELINQUENCY PROBLEM 
IN THE SOUTH 


RONALD B. CRAIG 


Southern Forest Experiment Station 


Recent literature! on the nonpayment of the property tax lists 
the South with the Lake States and the Pacific Northwest as the 
three regions of the nation suffering most severely from forest tax 
delinquency. The statement is valid, if by it the authors mean 
that a considerable percentage of the taxes currently levied on 
forest land become delinquent annually, and in some cases are 
never paid at all. While accurate data do not exist, there is 
evidence that possibly 22,000,000 acres of rural land (forest and 
non-forest) in the eight states from Georgia and Florida to eastern 
Oklahoma and Texas are now in default of tax payments for two 
or more years. This is 10 per cent of the gross land area under 
consideration (228,033,000 acres). 

Such a condition poses a problem in governmental finance, in 
land utilization, and, most important, in the economic stability 
and welfare of the citizens of the South. Unfortunately, however, 
there has been much loose thinking and writing concerning tax 
delinquency, the problems created by it, and their solution. No 
small part of this lack of clarity has been created by the confusion 
in terminology used in describing the varying conditions of ‘‘tax 
delinquency.’ Too often the general term has been used to 
describe any nonpayment of taxes from temporary delinquency of 
those currently due to complete forfeiture of title to the public. 
Hence any clear discussion of the subject must first define the terms 
used, and indicate the general tax collection procedure in use in 
several Southern States.? 


1 See R. B. Craig, ‘The South's No-Man’s-Land,"’ American Forests, 41 (12), 684-685, 712, 
and U. S. Senate, A National Plan for American Forestry, Sen. Doc. # 12; 73 Cong. 1st Sess., 
Washington, 1933, p. 870. 

2 Alabama, Arkansas, Florida, Georgia, Louisiana, Mississippi, eastern Oklahoma, 
eastern Texas. 
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I 


The laws of each of these states require that the taxes levied by 
it or its political subdivisions be paid before a definite date. 
Taxes unpaid on that date are ‘‘delinquent.’” Tax delinquency 
begins, therefore, on some legally established date generally known 
as the ‘‘delinquency date’’:or “‘penalty date."’ In all of these 
states except Florida and Louisiana, provision is made for paying 
state and county taxes in two to four installments, and in general 
the delinquency date is the final due date of each installment. 
If taxes due are unpaid on this date, a penalty (a flat percentage 
of the taxes, of interest, or both) is charged the taxpayer (Gin 
Georgia and Florida no penalty or interest is applied). It is at 
once evident that there are two distinct types of delinquency, 
‘short term’’ and ‘‘long term.’’ The former has been defined as 
“that type of delinquency which exists when a tax has not been 
paid at the end of the legal collecting period, and becomes subject 
to a penalty.’ “‘Long term’’ delinquency has been defined as 
‘that type of delinquency which exists when taxes are due for 
two or more years and the taxpayer is in danger of losing his 
property’’* through foreclosure of the tax lien. Obviously, 
short term delinquency may grow into long term, but in many 
Cases it is merely a temporary condition of not very serious import. 

In the states here considered a ‘‘tax sale’’ is held from one to 
eight and one-half months after the due date of the last install- 
ment. At the tax sale, the tax lien is offered for sale to the 
highest bidder who must bid at least the amount of the taxes due, 
plus penalty and costs. If no such bid is received, the lien is held 
by the state (or county in Georgia and Oklahoma), subject to 
redemption by the original owner, his heirs, or assignees. If the 
tax lien is purchased by a private buyer, he also holds it subject 
to the original owner's right of redemption. This “‘redemption 
period’’ exists from one to three years from date of tax sale (Ala- 
bama, three years; Georgia and Louisiana, one year; other states, 
two years). In Alabama and Louisiana, however, the owner 
can redeem his property from the state (though not from private 
buyers) at any time prior to passing of title from the state by tax 
deed to a third party. 


3 See Fred Rogers Fairchild, and Associates, Forest Taxation in the United States, U. S. 
Department of Agriculture Miscellaneous Publication, No. 218, Washington, 1935, p. 185. 
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The ultimate step contemplated in the enforcement of tax col- 
lection is the final sale of the property to satisfy the debt. This 
takes place at the end of the redemption period, the process vary- 
ing among the states and between private and public holders of 
the tax liens. At this time, the private holder of a tax lien can 
apply for a ‘‘tax deed’’ vesting him with perfect title (under 
certain conditions) to the property. Where the lien is held by 
the state or county, the law contemplates that certain steps will 
be taken to vest similar title in the governmental unit. Only 
in Florida and Texas, however, do these steps include a legal suit 
to foreclose the lien (and even in these states the suit is seldom 
entered). All that is required in Arkansas, Louisiana, and 
Mississippi, is that the proper county official certify to the state 
that the property has been delinquent for the length of the re- 
demption period, that due notice has been given of its pending 
forfeiture, that it has not been redeemed, and is thereby forfeited 
to the state in “‘fee simple forever.’ In Oklahoma, if the property 
has not been redeemed by April of the third year following tax 
sale, it is offered to the highest bidder at a resale and if not then 
sold, it is deeded in fee to the county. In Alabama, forfeiture to 
the state is ipso facto i.e., no special procedure is required. In 
Georgia, the county may assume title after due notice to the owner. 

Property so vested is said to be ‘‘forfeited to public ownership,” 
‘“reverted,’’ “‘certified,’’ or ‘‘adjudicated.’’ Tax-forfeited land 
held by the state or county is subject to sale by it to any applicant 
except the original owner, his heirs, or assignees; in Mississippi, 
however, the original owner can purchase his own property. 
Alabama, Arkansas, Mississippi, and Texas have provisions in 
their statutes for the setting aside and administering of suitable 
tax-forfeited land held by the state as State Forests. It is obvi- 
ously the land vested finally in public ownership—‘‘reverted’’ 
land—that constitutes the greatest problem. It is this land that 
is sometimes referred to as ‘‘new public domain’’ and which, when 
covering large areas, creates a burden on government and non- 
delinquent taxpayers alike. 

This discussion of the provisions for tax collection enforcement 
has necessarily omitted many local details, and as will be pointed 
out later, practice is usually widely divorced from the laws here 
summarized. Indeed, such failure to follow the law is one of the 
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chief causes of the growth of long term tax delinquency in these 
states, a growth which has reached alarming proportions. 


II 


The safest statement which can be made relative to the area of 
any state or region which is “‘tax-delinquent,’’ or ‘“‘in public 
ownership for nonpayment of taxes’’ is: ‘‘No one knows.’ The 
difficulty of obtaining any accurate data is compounded of the 
nature of the phenomenon itself, the lack of adequately kept 
public records, the confusion in terminology, and the rapidity 
of change in the status of such areas. In many estimates from 
all sources, however, short term and long term delinquency have 
been confused and added together to give highly alarming pic- 
tures of tens of millions of acres of rural land ‘‘forfeited to public 
ownership,’’ when actually the area so forfeited im a legally in- 
defeasible title was very much less. 

Tax delinquency, which is one of the least static of fiscal condi- 
tions, varies not only from day to day with the flow of land into 
and out of a delinquent status, but much more with the seasonal 
relation of the time of taking data to the delinquency date, the 
foreclosure date, and other administrative periods. None of these 
eight states keeps an accurate and up-to-date record of the area 
held by it through tax-forfeiture, and even local county records 
are rarely accurate and current. Reasonably accurate data, as of 
given dates, are available for a few states, notably Mississippi 
(January 1, 1936)* and Arkansas (January 1, 1934)° and, slightly 
less accurate, for Louisiana (November 1, 1934) (unpublished 
data). Data are available for Florida only as to the area covered 
by all outstanding tax certificates, i.e., for lands involved in both 
short term and long term delinquency, as of January 1, 1934.° 
In other states, approximations of all land involved in any de- 


4 See C. O. Henderson, and John T. Caldwell, Lands Owned by State of Mississippi Through 
Tax Reversion, U. S. Department of Agriculture, Farm Security Administration and Bureau of 
Agricultural Economics, Region VI, No. 4 [Mimeographed], Little Rock, 1937. 

5 See C. O. Brannen, Tax Delinquent Rural Lands in Arkansas, Arkansas Agricultural Ex- 
periment Station Bulletin, No. 311, Fayetteville, 1934. 

6 See Bryan Willis, et a/., Report of Special Committee on Taxation and the Public Debt in 
Florida, to the Governor and Legislature, Tallahassee, 1935, p. 115. 
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linquency are available but not authenticated, and in certain 
scattered counties accurate data are available on land actually 
forfeited to public title or legally eligible for such forfeiture. 
Based on all these admittedly incomplete and not always com- 
parable data, it is estimated that in the eight states here considered 
the area as of date delinquent beyond the legally established re- 
demption period and therefore subject to final forfeiture to public 
title (whether or not this final step has been taken) may be in the 
vicinity of 22,000,000 acres. No accurate figures can be given for 
the individual states, but, on the basis noted above, the rank of 
the states, in decreasing order of area delinquent, appears to be as 
follows: Florida, Georgia, Louisiana, Arkansas, eastern Okla- 
homa, eastern Texas, Mississippi, and Alabama. 

It must be realized, however, that, if there are 22,000,000 acres 
in the tax status just described, it does not follow that this area 
is fully vested in public ownership with a clear and sound title. 
Indeed, it may be questioned whether any but a small fraction 
of this vast area is so vested. The titles to most of the properties 
included in this tax-delinquent ‘‘no-man’s-land’’ are ‘‘suspended 
somewhere between the original owners and the Government, 
neither the former nor the latter having valid title.’ 

It is as true in the South as elsewhere in the nation that forest 
land comprises more than half of this tax-forfeited area. The 
greater susceptibility of forest land to delinquency has been noted 
in all parts of the country by Zon,* Sparhawk,® and others, and 
in the South the writer has found it true in several states.1° No 
accurate data exist except for scattered counties, but it is safe to as- 
sume that, of the 22,000,000 acres noted above, between 13,000,000 


7See H. K. Allen, ‘Forfeiture of Real Property Rights Through Tax Delinquency,"’ 
Journal of Land and Public Utility Economics, 14 (4), 382-387. 

8 See Raphael Zon, “‘The New Public Domain,’’ American Forests, 37 (5), 261-264, 280. 

® See W. H. Sparhawk, ‘‘The Return of Forest Land to Public Ownership,”’ Journal of For- 
estry, 36 (9), 897-898. 

10 See (1) R. B. Craig, The Taxation of Forest Land in the Yazoo Delta of Mississippi, Occa- 
sional Paper 74, Southern Forest Experiment Station, New Orleans, 1938; (2) ébid., The Ex- 
tent of Long-Term Tax Delinquency in Certain Oklahoma Counties, Occasional Paper 80, Southern 
Forest Experiment Station, New Orleans, 1939; and (3) R. B. Craig and Orville J. Hall, 
Tax Delinquency of Forest Land in Arkansas: 1932-1933, Arkansas Agricultural Experiment Sta- 
tion Bulletin No. 340, Fayetteville, 1937. 
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and 15,000,000 acres are forest land. The reasons for the 
larger percentage of forest land than of agricultural land involved 
in long term delinquency will be discussed in the next section. 


Ill 


It will be obvious that the immediate causes of individual 
failure to pay taxes when due are many and varied. There are, 
however, certain broad groups of causal factors common to the 
situation in all of the states here considered and in many other 
parts of the country. It should be realized, also, that the causes 
of short term and of long term delinquency may not be the same. 
It is true that short term delinquency may become long term 
because (a) once the process is started, the taxpayer finds it harder 
to get back on his feet and often fails to do so, and (b) public 
officials find it harder to collect back taxes than current ones. 
It is evident, however, that long term delinquency has its roots 
in more fundamental and deep-seated causes, many of which 
operate regardless of the use of the land and cause delinquency 
of crop and forest land alike. First, however, let us consider 
the causes of short term default. 

There is a remarkable unanimity of opinion among investigators 
of tax delinquency in respect to the principal cause of short term 
delinquency. Fairchild and his associates of the Forest Taxation 
Inquiry of the United States Forest Service state: ‘“The evidence 
is fairly conclusive that much short-term delinquency is due to a 
faulty collection practice.’’!! The National Tax Association's 
Committee on Tax Delinquency makes an identical statement.’ 
Coming to the South, Willis found in Florida that ‘‘the numerous 
and continuing attempts to favor delinquent taxpayers . . . have 
encouraged nonpayment of taxes.’’!* Fullilove in Georgia, 
Gabbard in Texas,!® Henderson in Mississippi,’® Brannen in 


11 See Fairchild and Associates, op. cit., p. 189. 

12 See National Tax Association, Preliminary Report of the Committee of the National Tax 
Association on Tax Delinquency, Columbia, S. C., 1933. 

13 See Willis, op. cét., p. 117. 

M4 See W. T. Fullilove, Tax Delinquency of Farm Real Estate in 52 Georgia Counties—1928- 
1933, Georgia Experiment Station Press Bulletin No. 406, Experiment, 1935. 

18 See L. P. Gabbard, Tax Delinquency of Farm Real Estate in Texas, Texas Agricultural 
Experiment Station Bulletin No. 507, College Station, 1935. 

16 See Henderson, op. cit. 
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Arkansas,!7 and the writer in several states,!* all came to the same 
conclusion. The ‘‘faulty collection practice’’ referred to may be 
in the law itself: a penalty for delinquency too light or too severe 
or none at all, lack of relation between the collection date and 
the period of income of taxpayers, local authority for waiving or 
rebating of penalties and interest—all tending to encourage delay 
in payment or outright evasion. More often, however, it is in 
failure on the part of county officials properly to enforce the law. 
‘The laxity of enforcement is largely a product of a system of 
popularly elected collectors.’’!® Such failures in the law or its 
administration or both are obviously ‘“‘grossly unfair to those 
who pay their taxes promptly and without coercion, and are 
of doubtful benefit to those they pretend to help.’’?° 

Certainly since 1930, another major cause of short term default 
has been the depression. Failure of markets for the products of 
crop, pasture, and forest land, declining prices, tightening of 
credit facilities, all contributed to the inability of landowners to 
get sufficient income to meet their obligations. The tax collector 
frequently was the first to be put off when the pinch of hard times 
came. This fact is amply proved by data on trends in current tax 
delinquency from 1928 to 1933,?! which show the rapid increase 
in short term default following 1930. Later scattered data indi- 
cate that following the business upturn in 1936, rural delinquency 
decreased rather sharply from the depression peak. 

While faulty collection practices also contribute, sometimes 
materially, to long term delinquency, there are generally deeper 
and more fundamental causes of this more serious phase of tax 
default. Here again a large degree of uniformity of opinion as 
to the causes is found among investigators. The Forest Taxation 
Inquiry states: ‘“The chief cause of long term tax delinquency 
is overassessment. A property owner will rarely find it necessary 


17 See Brannen, op. cit. 

18 See Craig, ‘“The South’s No-Man’s Land,’’ American Forests, 41 (12), 684-685, 712; and 
The Extent of Tax Default in the Gulf States in 1934, Occasional Paper 49, Southern Forest Ex- 
periment Station, New Orleans, 1935. 

18 See National Tax Association, op. cét. 

20 See Fairchild, op. cit., p. 189. 

21 U. S. Departement of Agriculture, Bureau of Agricultural Economics, Tax Delinquency 
of Rural Real Estate in 1536 Counties in 31 States, 1928-1933, [Mimeographed], Washington, 
1935-1936. 
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to surrender title to his property unless the taxes threaten to 
absofb all or a major part of the expected future income there- 
from. . . . The tax on a particular piece of property is not likely 
to be confiscatory unless the property is assessed at more than its 
true value.’’*? The National Tax Association finds that, among 
the four factors involved in ‘‘the full solution of the problem of 
tax delinquency,”’ the first is ‘‘such revision of the whole tax 
system as is necessary to harmonize benefit and ability as bases 
of taxation, with each measure of ability given its proper 
weight.’’* In Florida, Willis lists ‘‘incorrect assessment’’ as 
one of the ‘‘three principal causes of extensive tax delinquency.’’*4 
Gabbard found in Texas: ‘‘Faulty assessment, resulting specifically 
in disparity of assessment, overassessment, and failure to assess, 
is one of the primary causes of delinquency.’’*® 

There can be no doubt of the fact of overassessment of forest 
land in the South. Whether or not the original owners sinned 
against society in following clear-cutting practices in the ex- 
ploitation of their forest properties, the fact remains that the cut- 
over land is generally grossly overassessed in relation to crop land 
or mineral land in the same counties, as is evidenced by the rela- 
tive assessment ratios and tax ratios. This is one, if not the chief, 
reason why forest land forms such a high percentage of the total 
tax-forfeited area of the South. 

Another cause of long term delinquency—a possible corollary 
of overassessment, since it frequently results in such disparity— 
is the decline in property values. In the South there is abundant 
confirmatory evidence to be found in Florida, in Oklahoma, and 
in other states. The collapse of the 1924-26 real estate ‘‘boom"’ 
in Florida left thousands of acres with rapidly shrinking values 
and diminishing prospects of future income, but saddled with 
debt-service taxes, which, on the inflated values, were possibly 
within reason but which, on the declining values in the aftermath 
of the boom, were plainly confiscatory. Hence arose, in large 
measure, Florida’s vast area of long term delinquent land, now 


22 See Fairchild, op. cit., p. 189. 

23 See National Tax Association, op. cit. 
*4 See Willis, op. cét., p. 117. 

25 See Gabbard, op. cit. 
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indeed a ‘‘no-man’s land’’ with the titles suspended amid a con- 
flict of the thinnest of claims. The writer, in a recent investiga- 
tion in certain Oklahoma counties, particularly those suffering 
from the after-effects of a recent oil boom, found a similar relation 
between declining values and increasing delinquency.?® 

A third cause of long term default is the increasing portion of 
property income required for taxes. The need for increased 
revenue to finance the constantly expanding services demanded 
of government has resulted in increased assessments or, more 
frequently, higher tax rates, and hence in higher tax ratios—the 
relation of the taxes levied on property to the net income from it, 
before tax payment. This has been an important cause of de- 
linquency in parts of the South, especially of cut-over forest land. 
In parts of west Louisiana, throughout Florida (although in this 
state special assessments as well as assessments for ordinary 
governmental operation are involved), and in certain counties of 
other states, tax rates have risen to such heights that when applied 
to the existing assessments the resulting taxes have plainly threat- 
ened the possibility of any future returns from the ownership of 
property.?” 

Still another cause of delinquency leading to loss of title is the 
levying of an intolerable burden of special improvement-district 
taxes. The levee and drainage districts of the great Mississippi 
River Delta in Arkansas, Mississippi, and Louisiana, and the 
special drainage and other districts in Florida, are eloquent 
witnesses to the futility of saddling excessive bonded debt on rural 
or urban land. A recent study in the Yazoo Delta in Mississippi 
showed clearly that these special improvement-district taxes were 
the primary cause of tax default in this area.?* 

These are the fundamental and deep-seated causes of long term 
delinquency. There are, of course, other causes that stem in part 
from those just discussed. These include improper or unwise 
land utilization, overexploitation of natural resources, especially 


28 See R. B. Craig, The Extent of Long-Term Tax Delinquency in Certain Oklahoma Counties, 
Occasional Paper 80, Southern Forest Experiment Station, New Orleans, 1939. 

27 See R. B. Craig, Reversion of Forest Land for Taxes Increasing in South, Occasional Paper 32, 
Southern Forest Experiment Station, New Orleans, 1934. 

28 See R. B. Craig, The Taxation of Forest Land in the Yazoo Delta of Méssissippi, Occasional 
Paper 74, Southern Forest Experiment Station, New Orleans, 1938. 
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of the timber resource (not infrequently caused, however, by 
Overassessment or excessive taxation of the original stand or of 
the land on which it stood), and, of course, personal and individual 
causes such as death of the owner, unexpected heavy expenditures 
for personal or family requirements, and unwise investments. 
Underlying these economic and personal causes, and closely re- 
lated to the governmental ones, is the low level of the purchasing 
power of the predominantly agrarian South, which is reflected 
in the present inability of the region to consume directly, or to 
export to advaatage, all the products the land can produce. This 
inability, in turn, results in a pressure, not of population on land, 
but of land on population, and may contribute materially to tax 
delinquency. All of these causes—statutory, administrative, 
economic, and personal—have been made more effective, of course, 
by the recent depression, which has narrowed the gap between 
income from property and the taxes required for the increased 
needs of government. 


IV 


The problems created by excessive delinquency, especially by 
long term delinquency, may also be divided into three categories— 
governmental, economic, and sociological. All the effects, in 
whatever category, are so closely interrelated that overcoming 
them in only one of these groups without solving the problems 
in the other two will be of little permanent value. 

It has been pointed out by many investigators that ‘‘tax default 
nurtures further default.’’*® This is one of the most serious effects 
of the nonpayment of taxes, since it not only perpetuates the 
process but also increases the rapidity with which it grows. 

The decline in the local tax base caused by removal from the tax 
roll of the assessed values of delinquent property—and hence 
decreased tax revenue—confronts government officials with four 
unpopular alternatives: (1) to increase the assessment or the tax 
rate or both; (2) to curtail public services to the citizens; (3) to 
depend on state subsidy; or (4) to consolidate into larger units. 
Resort to the first alternative may actually result in further de- 
crease in revenue by engendering further delinquency. Resort to 

29 See Sparhawk, op. cit. 
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the second may mean political reprisals at the next election, since 
political history is replete with evidence of the unpopularity of 
taking away from citizens the public largess to which they have 
become accustomed. It can be done, however, and often is the 
only way out. Adoption of the third alternative is impractical, 
since it is generally admitted that the state should not subsidize 
indefinitely a county with an inadequate or unsound economic 
basis. The fourth alternative, while highly desirable, is the most 
difficult of all to adopt successfully. Local pressure against county 
consolidation, thereby threatening not only the “‘jobs’’ at the 
county courthouse but quite possibly the chief source of income 
for local merchants and hostelries at the abandoned county-seat, 
is a potent obstacle to this solution. 

This dilemma of declining tax base and tax revenues is particu- 
larly difficult for the smaller units of local government, especially 
for school and road districts, many of which have outstanding 
bond obligations that must be paid if credit is to be maintained. 

Still another effect in the governmental field is the engendering 
in public officials of continued or increased laxity in enforcing 
collection. They quite obviously tend toward leniency or out- 
right negligence in the collection of delinquent taxes when they 
find it difficult to collect those currently due. This in turn leads 
what may have been short term delinquency into a status of 
forfeiture and loss of title, thereby intensifying the difficulties of 
solution for both the government and the remaining nondelin- 
quent taxpayers. If this process is carried forward without relief 
from the difficulties it breeds, the inevitable ultimate result is 
local government bankruptcy. 

Even though bankruptcy is long delayed or even averted, there 
ate economic effects of excessive delinquency no less disturbing 
than the effects on government. One of the first of these—even 
of short term default—is increasing neglect of a property by its 
owner. Fearing that he may shortly lose title to it, he is un- 
willing—or financially unable if he is to save enough cash to 
pay his taxes—to spend the money required to keep up the fences, 
paint his house, protect his woodland from fire, or improve his 
crop land. During such times also, he lends a willing ear to the 
operator of the nearest portable sawmill, who offers him a “‘rock- 
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bottom’”’ and ‘‘lump-sum”’ price for his timber on the stump and 
then cuts it clean, often paying the owner only a fraction of the 
actual worth of his timber. Such neglect and forced liquidation 
of property leads very frequently to loss of all income-producing 
capacity in the property, to ultimate loss of title, and to a condi- 
tion vividly described by Zon as applicable to reverted land in the 
Lake States: ‘“This land now comes back into public ownership 
stripped of its valuable timber, ravished by repeated forest fires, 
depleted of its fertility, and often disfigured by gullies due to ero- 
sion. . . . It isnot welcomed either by the State or county and is 
poorly protected against fire and trespass. . . . Like an abandoned 
child, it is left on the steps of the county courthouses or state 
capitols to be disposed of in the best way possible.’’*® While 
such a description may paint too black a picture to be true of all 
reverted forest land, there is abundant evidence that the difference 
between such land in the Lake States and its counterpart in the 
South is one of degree rather than of kind. Indeed, there are 
areas in the South where even the difference in degree is negligible. 
Much the same statement could be made in respect to reverted 
crop and pasture land, particularly as to erosion damage. 

Declining private income from property, increasing tax costs on 
the nondelinquent land or, in lieu thereof, decreased public serv- 
ices to remaining taxpayers, increasing land abandonment—all 
stemming from chronic tax delinquency—lead inevitably to low- 
ered standards of living, to more and more shifts from owner- 
operation to tenancy, to greater and greater public ‘‘relief loads.”’ 
The ultimate picture is well painted by Sparhawk: ‘‘Carried far 
enough, this process discourages or even renders impossible the 
occupation and profitable use of the remaining privately-owned 
land in the locality. In extreme cases, whole sections of counties 
or states may then be virtually depopulated. If any people re- 
main, they constitute pauper communities which look to the 
State or federal government for funds with which to carry on the 
ordinary functions of government.’’*! 

The areas in the South which are seriously involved in social 
deterioration arising through long term tax delinquency are 


30 See Zon, op. cit. 
31 See Sparhawk, op. cit. 
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fortunately few, but they can be found in greater or less degree 
in nearly every state of this region in which such tax delinquency 
involves any considerable area. What, then, are the steps toward 
a solution of this whole problem? 


V 


There can be no doubt that too much effort has been spent in 
the past in evolving methods of handling and using lands which 
have already reverted to public ownership in comparison with the 
effort made to prevent, or decrease the volume of, future delin- 
quency and reversion. It will serve public and private interests 
little to evolve complicated machinery for determining the best 
use, ownership, and administration of reverted lands when the 
volume of the annual flow of private property into public title 
under existing conditions exceeds by far the area which the public 
can afford to handle and use. Nevertheless, much of the literature 
on this problem is concerned more with what to do about it after 
it has arisen than with means of alleviating its causes. Since the 
chief causes of both short term and long term delinquency lie in 
the field of governmental organization and administration, it is 
obvious that the first attack on the problem, whether relating 
to crop land or forest land, must be on that front. 

The previous discussion of the causes of delinquency has neces- 
sarily hinted at some of the steps toward preventing or decreasing 
this process, and a full discussion of the steps required to solve all 
the problems involved in these lapses in governmental perfection 
is far beyond the scope of this paper, but they may be summarized 
as follows: (1) improvement in the whole assessment system and 
practice to relate benefits received by, and tax-paying ability of, 
property to its assessment; (2) improvement in supervising by the 
state of local finances, and in relating the extent of local govern- 
mental services to the local tax base, present and potential; (3) 
prompt, impartial, and equitable enforcement of properly drawn 
and reasonable tax laws; and (4) such changes in the organization 
of political units and in the distribution of functions as are calcu- 
lated to insure the greatest efficiency.*? When these steps have 

2 In this connection, see H. K. Allen, Tax Collection Procedure: Land-Use Implications and 


Administrative Problems. U.S. Department of Agriculture, Bureau of Agricultural Econom- 
ics, [Mimeographed], Washington, 1939. 
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been taken, much of the problem of delinquency will have been 
solved, because the causes mentioned above will have been largely 
eradicated. 

It is obvious that this, the most important step toward a solu- 
tion, is chiefly the responsibility of the state and local govern- 
ments, with such aid and advice as may be required from federal 
agencies or private sources. More directly and ultimately, 
perhaps, it is the responsibility of the taxpayers themselves in 
the exercise of their citizenship in the state. 

There are also, as has been shown, economic and personal causes 
of long term delinquency—unwise land utilization, overexploita- 
tion of natural resources, private inefficiency in management and 
administration of property. To solve these problems the govern- 
ment and its citizens must also work together. The areas of land 
utilized unwisely should be found by studies of soil potentialities, 
economic demand for products, and margins of costs andreturns, 
and the results should be made available to all citizens. Owners 
of timberland or other renewable natural resources should be 
protected against confiscatory taxation of their property in order 
to make it possible for them to exploit the resource permanently 
and profitably; they should be aided by such extension services 
as will show them how to administer their properties to this end; 
and they should themselves recognize the obligations imposed by 
the private ownership of resources in which all the people have a 
““vested’’ interest. 

An important aid in the solution of the problems involved in 
the economic causes of delinquency is the development of a sound 
but flexible, state-wide but detailed, plan of land-use. To this 
end the State Planning Boards of several of the Gulf States are 
now working. It is no easy task, and if it is to be effective the 
plan must have great flexibility. It must be administered with 
the stress on popular education to its provisions, but nevertheless 
it must have teeth for use in case of necessity. Rural zoning is 
advisable only on the basis of some such state or local plan of land- 
use, but such a plan is not a cure-all for delinquency; rather is it a 
guide to sound utilization of the soil and its resources. 

Finally, there are personal responsibilities, other than those 
enumerated above, involved in any alleviation or prevention of 
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further delinquency. Not the least of these is the recognition 
that private ownership of property imposes duties as well as grants 
privileges. Allen states: ‘‘In view of the relationship. between 
private property and government, it is obvious that the property 
owner is liable for the payment of lawful taxes. Property, unless 
specifically exempted, is owned subject to the payment of taxes. 
Government could not survive and perform its functions if this 
were not true.’’** It has also been well said that ‘‘Good govern- 
ment is costly government,’’** by which the author meant that 
government cannot be operated efficiently along modern lines with 
only ‘‘shoestring’’ revenues such as are available to many local 
governments today, particularly to those in the rural South. 
Thus far we have discussed the first, and most important, part 
of the solution of tax delinquency—its prevention. There still 
remains the problem of disposing to the best advantage the area 
already in, or about to revert to, public ownership through tax 
default. There are two schools of thought in respect to its solu- 
tion. It is recognized by all, however, that the first problem is 
one involving a judicial clarification of tax titles now “‘suspended 
somewhere between the original owners and the government.”’ 
Obviously, neither government nor a private person can afford to 
incur expenses for administering and developing property to which, 
at best, it or he has but a shadow of title. Even a supposedly 
bona fide tax deed frequently conveys little better than a clouded 
title. Hence means must be found to vest a clear title either in 
the original owner of such property or in the purchaser of the 
tax lien (whether government or private person). This is an 
extremely difficult task. In cases where such delinquency resulted 
from gross Overassessment, it may be necessary to revise the tax 
debt by lowering the original assessment to an equitable figure and 
recomputing the taxes. Installment payment of delinquent taxes 
may be provided (already possible in Louisiana, by paying 10 
annual installments with interest at 6 per cent). Possibly, pen- 
alties on such delinquency (in the ‘‘suspended title’’ status) could 
be waived if all back taxes and interest were paid up promptly, or 
if a binding agreement for installment payment were made. On 


33 See H. K. Allen, op. cét., in footnote 7. 
34 See Lane W. Lancaster, Government in Rural America. 
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all properties on which the original owners refused or neglected 
to adopt any such compromise and which were not clearly vested 
in private purchasers of the tax liens, the state or county should 
promptly and permanently foreclose its lien and vest perfect title 
in itself, by a suit entered in a court of competent jurisdiction. 

Having now established the land which cannot be restored to 
the original owners, and to which government has a perfect title, 
the next step should be use classification. State and local experts 
in land classification and land values in each county should ap- 
praise this land, and classify it as to its potentialities for profitable 
private or public use. Land classified as best adapted to private 
ownership and use should then be offered for sale at the appraised 
value set by the local-state agency. Possibly the state should 
demand, as a guarantee against further unwise use or overexploita- 
tion, some modicum of control over the immediate operation of 
the property; it should always do so if the purchaser buys it on an 
installment basis. Land adjudged best suited for public use 
should be held by the government, and its administration and 
development assigned to that division or agency having statutory 
jurisdiction over the particular use to which the property is to be 
put. 

Such a plan is believed best suited to our democratic American 
pattern, although there are advocates of much more stringent 
action on the part of government. Thus Sparhawk, possibly 
basing his opinion on the type of denuded and reverted forest land 
referred to by Zon in the Lake States, says: ‘‘Certain conclusions 
are inescapably drawn from the public-domain studies so far made. 
. . . Forest land now in public ownership [through tax-forfeiture] 
should be retained in such ownership and administered in the 
public interest.’’** Zon himself, seven years earlier, had declared: 
‘The State will have to come to a comprehensive program of 
reforestation and recreational development of this newly acquired 
Public Domain. . . . No other solution seems in sight at present.’’*® 

On the other hand, there are advocates of a strictly private 
handling of reverted forest lands, or an attitude of complete 


35 See Sparhawk, op. cét. 
3% See Zon, op. cit. 
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laissez faire in regard tothem. Bunker states: ‘‘In considering the 
tax burden as the cause of forfeiture of lands to the State, it is well 
to observe that the losses to the Commonwealth through un- 
profitable attempts to operate these areas as [State] forests may 
easily exceed the lack of tax revenue, especially in view of the 
fact... that the apparent deficit in taxes is largely compensated 
for by the increased burden placed on other property.’’?7 

The solution first suggested seeks to follow a middle course 
between the extremities of complete public control on the one side 
and private or no control on the other, ‘‘on the basis that, as in 
all other important problems of society, there is a normal balance 
between public and private activities, between personal profit and 
common good, and that only by maintaining this equilibrium can 
the highest good be secured.’’* 


VI 


Various agencies of the federal government also have an interest 
in the solution of this problem. Space does not permit a discussion 
of the relation of all these agencies to such solution, but since more 
forest land is involved in delinquency than land in other uses, 
the United States Forest Service has a keen interest, and hence a 
particular responsibility, in solving this probelm. This responsi- 
bility it seeks to discharge in several ways. 

Obviously, the Forest Service can never do more than advise in 
connection with the overhauling, reorganizing, and increasing of 
efficiency of local or state governments. Through its Divisions of 
Research and of State and Private Forestry, it aids such govern- 
ments, at their request, in devising means and methods for the 
more equitable assessment and taxation of forest land and timber. 
This may well be an important part of the requisite improved 
administration of taxation, since forest land forms so large a 
portion of the delinquent area. In such assistance, the Forest 
Service frequently points out specific changes in organization and 


37 See P. S. Bunker, “Some Significant Aspects of the Idle Land Phase of the Forest Problem," 
Journal of Forestry, 28 (2), 178-183. 

38 See H. H. Chapman, “‘Some Significant Aspects of the Idle Land Phase of the Forest Problem," 
Journal of Forestry, 28 (2), 184-190. 
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administration of the government which will lead to an improve- 
ment of the whole technique of tax administration. 

Since overexploitation of timber resources is one important 
‘“economic’’ cause of tax delinquency, the Forest Service contrib- 
utes materially to a solution of this particular problem through 
its research into profitable methods of permanent operation of 
timber stands, and through its extension service to timber owners, 
bringing them the results of its research and of its experience as 
administrator of the National Fc rests. This contribution is 
perhaps the greatest one the service can make to the solution of 
tax delinquency of forest land. 

In the administration of delinquent forest lands and of abandoned 
farm lands, the Forest Service also plays a part through the ac- 
quisition, with local consent, of large areas of such lands as 
National Forests. A considerable part of the recent national 
forest acquisition in the South has been of this type, thereby 
assuring not only the protection and building up of these lands 
but also the paying up of all the delinquent taxes on such lands 
not fully reverted in fee to the state, i.e., those temporarily delin- 
quent or forfeited. Furthermore, the federal government returns 
to the counties 25 per cent of the annual gross proceeds from opera- 
tion of the forest, and carries some of the costs of roads, fire protec- 
tion, and similar items previously borne by the local governments. 

Another contribution toward development and use of forest 
lands in which the Forest Service can aid the state governments is 
the acquisition of such lands under the terms of the Fulmer Act 
(Public No. 395, 74th Congress), whenever this act is implemented 
by the appropriation authorized in it. This act contemplates 
that federal funds will be made available for puchase of suitable 
forest lands, that the areas so acquired will be turned back to the 
states as State Forests, and that the states will reimburse the fed- 
eral government for such financial assistance, without interest, 
out of the proceeds from these State Forests. The Forest Service 
is prepared to assist the states in bringing their statutes into con- 
formity with the requirements of the Fulmer Act (Alabama, 
Arkansas, Mississippi, and Texas are the only Gulf States that 





— 





— 








FOREST TAX DELINQUENCY PROBLEM IN SOUTH 163 


have statutes fully complying with this act*®) and in making sur- 
veys of the extent and character of tax delinquency. It is also 
prepared to assist them in the actual location and establishment of 
“Fulmer Act Forests’’ as soon as Congress makes available the 
requisite appropriation. 

In one other field—and a most important one—the Forest Service 
also contributes to better forest protection and management, and 
hence to a decrease in forest-land delinquency. This contribution 
is through the provisions of the Clarke-McNary Law of 1924, 
as amended, whereby federal funds are made available, when 
matched by state and private funds, for the establishment of fire 
protection units on private lands; the average private contribution 
is 2 to § cents per acre per year. Another provision of this law 
authorizes the studies now carried on by the Forest Taxation 
Inquiry, previously referred to. 

Thus in many ways the United States Forest Service is con- 
tributing to a solution of the problems of forest-land tax delin- 
quency, and stands ready to continue its efforts and assistance in 
this work within the limits of its available funds. The Division 
of Research maintains its headquarters for the eight states here 
considered at the Southern Forest Experiment Station in New 
Orleans, whereas the administrative branch has its headquarters 
for the eleven states of the Southern Region under the Regional 
Forester, at Atlanta. 

The evidence presented in this paper indicates both the size and 
the seriousness of the problem of forest-land tax delinquency 
in the South. It is believed, however, that the problem can be 
solved by the federal, state, and local governments in cooperation 
with the forest land owners and the forest products industries. 
Such efforts are already under way in several states, but need to 
be amplified and extended in order that all lands suitable for private 
development may continue in such use, while other lands may be 
devoted to those public uses for which they are best adapted. 

In conclusion, it needs again to be emphasized, however, that 
‘Tax delinquency which advances to the point where titles are 


39 Information supplied by Regional Forester, Region 8, U. S. Forest Service, Atlanta, 
Georgia, January, 1939. 
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sutrendered on a large scale is prima facie evidence of serious 
economic or political maladjustments, and there can be no ade- 
quate solution of the problem apart from important—perhaps 
drastic—changes in the organization and financing of local gov- 
ernment.’’*° Only so can long term delinquency be decreased. 
All other steps are merely temporary palliatives, not permanent 
cures. 


40 See Fairchild and Associates, op. cét., p. 197. 
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LAND USE AND THE INTERNAL OPERATION 
OF FARMS! 


G. W. FORSTER 
North Carolina State College, University of North Carolina 


I 


The problems associated with land use are not new to the South. 
As early as 1746 the systems of farming followed by Southern 
planters were exhausting our soils and exploiting labor; during the 
latter half of the eighteenth century Virginia and North Carolina 
planters were compelled to diminish tobacco production because 
of depleted soils. Efforts were made to solve this problem by 
substituting grain for tobacco production. When this method 
failed, the land was abandoned and new land cleared. But as 
the same systems of farming and the same practices were employed 
on the new as on the old land, the new land was soon exhausted.? 

During the post-Colonial period little, if any, effective progress 
was made to check the rapid exhaustion of Southern soils. It 
is true that John Taylor, Edmund Ruffin, Martin Phillips, and 
other leaders did much to improve conditions and restore confi- 
dence by their continued and active advocacy of new farming 
methods, new combination of crops, including clover and cow- 
peas, and a more effective use of lime.* The work of these pio- 
neers was helpful, but in spite of their efforts, the Southern planters 
were unable or unwilling to place their farming on a sound physi- 
cal basis. 

Deplorable as the conditions were in the post-Colonial period, 
they became progressively worse following the Civil War. The 
plantation system, which had been partially effective in preventing 


1 The material presented in this paper was collected under a cooperative project of the 
North Carolina Agricultural Experiment Station and the Soil Conservation Service of the 
U. S. Department of Agriculture supervised by S. W. Atkins. 

2L. C. Gray, History of Agriculture in the Southern United States, p. 167. 

3 Ibid., p. 915-16. 
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the exploitation of the agricultural resources, was abandoned 
when the slaves were freed. After some experimentation with 
hired labor the cropper system of farming was developed. The 
success of this system depended then, and does now, on the pro- 
duction of cotton, tobacco, and corn. It did not provide then, 
nor does it now, for the growing of summer legumes or winter 
cover crops. Nor is a combination of enterprises including live- 
stock compatible with cropper farming, except in rare instances. 
But even on the farms operated by owners without the aid of 
cropper labor the soil and the labor were exploited almost to the 
same extent as on those farms operated exclusively by cropper 
labor. 

The causes for this exploitation of soil and labor are numerous 
and complex in character. They include the adverse economic 
conditions which have prevailed in the Southern states almost 
throughout its history. There have been several infestations of a 
critical character, such as those of the boll weevil and the pink 
boll worm. The industrial booms in the North and the South, 
often paralleling adverse agricultural conditions, have caused the 
abandonment or partial abandonment of farms. Race antagonism 
has played its part in the exploitation of human labor as well as 
of the soil. The absence of adequate information regarding what 
should be done to prevent the depletion of the soil must be listed 
as a major cause of continued exploitation of Southern agricultural 
resources. Then, too, well-informed and rational agricultural 
leadership has been lacking in the South. 

But whatever the nature of these causes, it is clear from the 
history of farming in the South that the individual farmer's pro- 
gram and a general farm program must be integrated if the soils 
of the South are to be improved or rehabilitated and the exploita- 
tion of labor is to be discontinued. Those who believe that the 
individual farmer acting alone can solve the problems of land use 
have no fundamental knowledge of the basic factors affecting 
agriculture in general and specifically those affecting Southern 
agriculture. 


II 


Any careful study of the organization of the Southern farm today 
reveals six major defects. These defects are as follows: (a) The 
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excessive production of row crops, such as cotton, corn and 
tobacco; (b) the absence of crop rotations which include an ade- 
quate acreage of soil improving and soil conserving crops; (c) an 
inadequate acreage of food, feed, and seed crops; (d) an excessive 
acreage of idle tillable crop land; (e) a pasture shortage; (f) a 
marked deficiency in the production of livestock and livestock 
products for sale. 

These defects will not be discussed in detail. Some, such as the 
subject of livestock, will be mentioned only in passing. In the 
discussion use will be made of the preliminary results of a study 
designed to discover what, if anything, can be done to remedy 
these major defects. This study now in progress is being con- 
ducted under the immediate direction of the Department of Agri- 
cultural Economics and Rural Sociology of the North Carolina 
Agricultural Experiment Station in cooperation with the Soil 
Conservation Service of the United States Department of Agri- 
culture. The results so far obtained are tentative and should not 
be considered as more than suggestive of what may be expected 
from the cooperation between individual farmers and federal and 
state agencies. 

In 1936 before the program of the Soil Conservation Service and, 
to a large extent, the AAA program had an opportunity to affect 
the manner in which the farmers were utilizing their resources, 
a farm survey was made in Franklin and Wilson counties of North 
Carolina. The farms in both areas produce cotton, tobacco, and 
corn as principal row crops. The major difference between the 
two areas is the fact that the topography of Franklin County is 
rather rough and subject to severe water erosion, whereas the 
topography of Wilson County is level and the soil depletion is due 
to leaching. In each county an area was selected, and all of the 
farms in this area or block were surveyed. A farm business sched- 
ule and a farm practice schedule were taken for each farm in each 
area. A detailed map of each made it possible to obtain the farm 
practices for each field on each farm. In Franklin County 172 
farms were studied in this manner. These farms had in 1935, the 
year covered by the survey, an aggregate area of about 24,000 acres. 
Of the 24,000 acres, 7,305 were in cultivation and 2,363 were idle 
tillable land. In short, 24.44 per cent of the total tillable land 
was not used for crop production. There were 327 acres that were 
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double-cropped, which made a total of 7,632 acres in crops. Of 
1,324 acres in legumes and other cover crops only 361 acres were 
used for soil building or soil improving purposes, and most of the 
material left on the ground or plowed under was, according to 
the investigators, of such a character as to add little organic matter 
to the soil. Although the total acreage devoted to the production 
of legumes and other cover crops represented 17 per cent of the 
acres in crops, the acreage of these crops used strictly for soil 
building and soil maintenance purposes was slightly less than 5 
percent (4.9). The results from the survey of 136 farms in Wilson 
County were about the same as those in Franklin County. The 
total cover crop acres represented 18.6 per cent of the crop land and 
that plowed under or left on the land represented 5.6 per cent. It 
is significant to observe that in Franklin County it would take 
20 years and in Wilson County 18 years for the legume crops to 
make a complete coverage of the cultivated acres. 

To determine the effect of an action program on land utilization 
the farms in Franklin County have been under observation since 
1937 and will continue to be under observation for a period of 
five years. Of the original number of farms studied in 1935, 68 
have been selected for special observation. These 68 farms are 
divided into three groups: (1) Non-cooperating farms, or those 
which are not taking part in the Agricultural Conservation pro- 
gram nor cooperating with the Soil Conservation Service; (2) 
AAA farms, or those taking part in the Agricultural Conservation 
program; and (3) SCS farms, or those cooperating with the Soil 
Conservation Service. There are 16 in the first group, 36 in the 
second, and 16 in the third. 

The land use record of the non-cooperating farms is as follows: 
These farms had 415 acres in row crops in 1935 and 486 acres in 
1937, an increase of 17.1 per cent. There was no change in small 
grain acreage harvested. The area used for hay increased from 
85.§ to 10g acres, or 27.5 per cent. The acreage in cover and soil 
improving crops (left on the ground or plowed under) increased 
from 3.0 to 45 acres, or 1400 percent. The idle crop land decreased 
from 175.5 to 133.7 acres, or 23.8 per cent. 

The 36 AAA farms had 1,059 acres in row crops in 1935 and 1,045 
in 1937, a decrease of 1.3 per cent. The small grain acreage de- 
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clined from 77.25 to 38 acres, or 50.8 per cent. The hay crop 
increased from 172 to 300 acres, or 74 per cent. There was an in- 
crease in the cover crops left on the ground for soil improving 
purposes, from 40 acres to 132, an increase of 229.5 percent. The 
idle crop land was better utilized as indicated by decrease in acres 
from 362 to 258, or 28.7 per cent. 

Those farms cooperating with the SCS made a slight increase in 
row crop acreage from 630.6 to 657.6 acres, or 4.3 percent. Small 
grain harvested, however, declined from 26.5 to 20.5 acres, or 
23.1 per cent. Hay crops increased from 143.5 to 219.5 acres, or 
53.2 per cent. Cover crops left on the ground or plowed under 
increased from 67.5 to 221.8, or 228.6 per cent. Idle crop land 


TABLE I 


Tue AssotuTre CHANGES IN THE ACREAGE OF SpxciFIED Groups or Crops on 68 
Farms Between 1935 AND 1937 








CROP NON-COOPERATORS AAA COOPERATORS SCS cooPERATORS 
Number farms......... 16 36 16 
Row crops.............| Imcrease 17.1% | Decrease 1.3% | Increase 4.3% 
Small grain harvested...| No change Decrease 50.8% | Decrease 23.1% 











TROY GENE. os nines ccts 
Cover crops left on the 
ground or plowed 
|. 2 SRS ee 


ee is 


Increase 27.5% | Increase 74.0% | Increase 53.2% 


Increase 1400% | Increase 229.5% | Increase 228.6% 
Decrease 23.8% | Decrease 28.7% | Decrease 94.9% 














* Exclusive of cowpeas in corn. 


decreased from 232 acres to 11.9 acres, or a 94.9 per cent decrease. 
These data are summarized in Table I. 

It is worth while to mention also the tendency between 1935 
and 1937 with respect to the utilization of land for pasture and for 
the production of wood and timber. The non-cooperating farm- 
ers increased their pasture land from 80 acres (including open 
pasture and woods pasture) to 103 acres, an increase of 28.7 per 
cent. The farmers cooperating with the AAA increased their 
pasture land from 702.5 acres to 763.5 acres, an increase of 8.7 
per cent. The farmers cooperating with the SCS increased their 
pasture from 284 acres to 304 acres, an increase of 7.0 per cent. 

For each group there was a decline in the land used for the pro- 
duction of wood and timber, although the decrease was rather 
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slight. The non-cooperators decreased their land devoted for this 
purpose from 1,093 to 1,031.25 acres, a decline Gt 5.6 per cent. 
The AAA cooperators decreased their woodland from 2,022 to 
2,005 acres, a decrease of 0.8 per cent; and the SCS cooperators, 
from 889 to 884 acres, a decrease of 0.6 per cent. A part of the 


TABLE II 
Tue Revative CHANGES IN THE ACREAGE OF SpEcIFIED Groups or Crops BETWEEN 
1935 AND 1937 




















THE PER CENT OF TOTAL AREA IN CROPS IN: 1935 1937 panenend 
Row crops: 
eee 74-4 7O.2 —4:2 
SOUR Ee NINE. 5 6.5 5 5. sia videeneseneuse 72-5 64.3 ~$.2 
EOE re" 65.9 49-1 —16.8 
Small grain harvested: 
Non-cooperators. . err er ee 2.7 2.2 —0.§ 
AAA cooperators fas olee chain etataeceied ‘.3 2.3 —2.0 
eee er ere Hg 1.5 —1.2 
Hay crops: 
ee ee 15.3 15-7 +0.4 
AAA cooperators nicl $) Sate ceeniice Sea at ae oe 11.8 18.4 +6.6 
SCS cooperators. . ee en er ryt 14.9 16.4 +1.5 
Soil improving crops: 
Non-cooperators. . belt a ceteaeeientora 0.5 6.5 +5.0 
AAA cooperators ee ee 2.7 8.1 +5.4 
SCS cooperators Spink sme aan: att y oe 16.6 +9-5 
Seed crops: 
Non-cooperators..... alvistncin abe eee aang 1.6 0.8 —o.8 
ee eee rer ey 1.9 1.3 —0.6 
NON 5 65.55.04 o0e kc reece mean 2.9 10.9 +8.0 
Other crops: 
are $-§ 4.6 —0.9 
AAA cooperators.......... Ae atts een ees 5-8 5-6 —0.2 
SCS cooperators. . Pe a Pee 6.5 5-5 —t.0 





idie crop land and also a part of the land formerly in woods has 
been converted into pasture. 

These data show the absolute changes in the utilization of the 
land between 1935 and 1937. From the standpoint of soil con- 
servation these data are not of any great significance. That is, 
an absolute increase in row crop acreage may not mean that a 
larger per cent of the crop land is being used in row crop produc- 
tion, because between 1935 and 1937 some idle crop land or pasture 
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land may have been used for crop production. Indeed, new land 
may have been added to the farm. It is more significant to state 
the results for each year as percentage of the total acres in crops. 
When this is done, the results are as shown in Table II. 

The land use deficiencies of these three groups of farms may be 
determined by comparing each with a common standard. A 
standard for this purpose, of course, is not applicable, except as 
a guide, to the conditions found on an individual farm. The stand- 
ard which is suggested is based on the organization data of the 
172 Franklin County farms, experimental results, soil crop adap- 
tation, and other factors affecting the enterprise combinations in 
the area. This standard requires that the total acres in crops 
Cincluding double-cropping) be distributed in the following 


manner: 


Row crops (cotton, tobacco, and corn).............-.-020eeeee eee 35 per cent 
Small grains (to provide winter cover crops)........................ oper cent 
MIR a5 0s dsinto isin ble. o A ea ela wee los Mie kaa acai eieaieeh eas 16 per cent 
Soil building crops (cowpeas, soybeans, crimson clover, and lespedeza). 33 per cent 
Ne I aos case ck Sad oc cepa g Poet omic ee Gisaidie ses esicieeehh Gamat 5 per cent 
Ocher crops (garden, sweet potatoes, C6C.)....... 2... ese cee dece nie I per cent 

MN Sine iia oS sass ie te Hee eR a ep edhe Ore wey ea ace na eal 100 per cent 


A comparison between this standard and the cropping system 
(on a relative basis) followed by the non-, AAA, and SCS co- 
operators for 1935 and 1937 is shown in Table III. 


Ill 


Can such a standard combination of crops be put into practice? 
Let me cite two examples of farms for which plans have been de- 
veloped and indicate the results which may be anticipated and the 
cost of putting these plans into operation. The farms are typical 
of the area as to size, soil types, crops grown, erosion, and other 
problems confronting the farmers in this area. In each case the 
system of farming devised is based on the standard already dis- 
cussed. Only the cropping system will be considered, although 
the suggested plans provide also for the production of livestock 
and livestock products, particularly for home use. 

Farm No. 36 is a small farm—too small, indeed, for economic 
production; but it is one of those farms which cannot easily be 
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eliminated, as it is operated by a widow with the assistance of a 
son and a daughter. It is their only means of support. There 
are only 20 acres in the farm, of which 9.3 acres were used for 
crop production in 1935, when the survey was made. There is 
no pasture on the farm. The income in 1935 was derived from 


TABLE III 


Tue Procress or Torez Groups oF Farmers BETWEEN 1935 AND 1937 IN EsTABLISHING 
Sort Conservine Systems oF FARMING 




















1935 1937 
Above® Below* Above Below 
Row crops: 
TUOMCOORETAIONS. .... .. 0.50 cee cass seh SERRE 100.6% 
pe cre (et 83.7 
6 | errs oe S 40.3 
Small grain harvested: 
INOG-COGPETATOES. wo. one ieee cc eee ees 73-0% 78.0% 
RE rer 47-0 77.0 
SCS cooperators..... Sess Acad beanehs Piette 73-0 85.0 
Hay crops: 
OD, ios a ies siksle oe SE ew aleES 4-4 1.9 
Ce ee eee eae 26.3 15 
ee ee er 6.9 2.3 
Soil improving crops: 
Cs 98.5 80.3 
Pere CONES, aoa e oo Siasle sae daa 91.8 75-4 
SCS cooperators.......... wind neonates 78.5 49-7 
Seed crops: 
EE ee 68.0 84.0 
eee er ere 62.0 74-0 
So 42.0 118.0 
Other crops: 
ees fo 360 
eer 460 
eee | 450 








® Above or below standard. 


> The strictly soil building crops are to be left on the land to decay or to be plowed 
under. They are not to be harvested. 


the sale of 1,000 pounds of lint cotton, 92 bushels of cottonseed, 
and 1,300 pounds of tobacco. The total cash income from those 
crops was $426. The cash outlay for crop production was $80.50. 
This left a net cash income of $345.50. 

The proposed system provides 12 acres used for crops instead of 
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9.3 acres, as in the original set-up. This difference of 2.7 acres is 
made up from 2 acres of additional crop land and .7 acres from the 
woodland. The system provides for 3 acres in cotton to be fol- 
lowed by crimson clover, 3 acres in corn, 3 acres in tobacco to be 
followed by cowpeas, 1.5 acres in oats to be followed by cowpeas 
or soybeans, and 1.5 acres in lespedeza for hay. This makes a 
total of 19.5 acres in crops. The 9 acres of row crops (3 acres in 
cotton, 3 acres in corn, and 3 acres in tobacco) are 46 per cent of 
the land in crops; small grain (1.5 acres of oats), 8 per cent; soil 
improving crops (3 acres of crimson clover, 3 acres of cowpeas), 
31 per cent; and the 3 acres of hay crops (1.5 acres of lespedeza 
and 1.5 acres of cowpeas), about 15 per cent of the total acres in 
crops. 

The gross income from the suggested system, assuming the same 
quality of crops, the same yields, and the same prices as obtained 
on the original farm in 1935, is estimated at $774. The cash cost 
is $126, leaving a net cash income of $648 or an increase of $303 
over the system followed in 1935. This system, although pro- 
viding ample soil improving and soil maintaining crops and in- 
dicating a substantial increase in cash income, may not be put into 
effect by the owner because of the additional cash outlay required, 
and the additional planning required. On the original farm $80 
was spent for crop production. The new plan requires expendi- 
tures of $126, or $46 over the original. This sum may not appear 
large, but it is of vital importance to a farmer who has a small 
cash income. The $648 which this system provides must main- 
tain the widow, the daughter, and the son, and pay for other costs 
not used in the calculations. It is evident, therefore, that the 
cash income does not provide much latitude in expenditures for 
improving the system of farming. 

Farm No. 68 contains 1o1 acres of land of which 40 acres were 
devoted to crop production in 1935. There were also 15 acres of 
idle crop land, 3 acres in woods pasture, and 43 acres in woods. 
The crop land in 1935 was distributed as follows: cotton, 4 acres; 
tobacco, 8; corn, 9; oats, 2; soybeans, 2; cowpeas, 10; lespedeza, 
4; other crops, 1. The 21 acres in row crops (cotton, 4; tobacco, 
8; and corn, 9) constitute 53 per cent of the total acres in crops; 
small grains, 2 acres (oats), 5 per cent; hay crops, 7 acres (soy- 
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beans, 2 acres; cowpeas, 5), 18 per cent; soil improving crops, 
4 acres, (lespedeza 4), 10 per cent; seed crops, 5 acres (cowpeas, 5), 
12 per cent; other crops, 1 acre, 2 per cent. 

The gross cash income from crops in 1935 was $1,955. The 
cash crop expenses were $584, and the net cash income, $1,371. 

The cropping system suggested for this farm provides for 50 
acres of crop land, 5 acres for pasture, and 46 acres in woods. 
The proposed utilization of crop land is as follows: 
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The 24 acres in row crops (cotton, 4; tobacco, 8; corn, 12) are 
equal to 37 per cent of the 66 acres in crops; small grain of 12 acres 
(wheat, 5; oats, 5; rye, 2) is 18 per cent; soil building crops of 16 
acres (lespedeza following the small grain, 12; soybeans following 
the cotton, 4) are 24 per cent; hay crops of 12 acres (lespedeza, 
12) are 18 per cent; and other crops of 2 acres (sweet potatoes and 
garden, 1 each) are 3 per cent. 

This distribution of the total acres in crops adheres rather closely 
to the standard devised for farms in this area. 

The estimated gross cash income for this suggested system is 
$2,023; the cash expenses, $840; and the net cash income, $1,183. 
This net income represents a loss over the original farm as operated 
in 1935 of $188 ($1,371-$1,183). The suggested system also re- 
quires an additional cash outlay for crop expenses of $256 over the 
farm as operated in 1935 ($840-584). 

In this case I shall present the actual results of the 1937 opera- 
tions. The operator, although not advised as to the nature of the 
suggested system, nevertheless was assisted by the Soil Conserva- 
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tion Service in putting into effect a soil improving program. The 
actual distribution of the land in crops in 1937 was as follows: 
row crops, 19 acres (3.5 im cotton, 7.5 in tobacco, and 8 in corn); 
small grains, 3.5 (rye); hay crops, 7.5 acres (5 in oats and 2.5 
in lespedeza); soil improving crops, 14 acres (4 in rye, 3.5 in 
crimson clover, and 6.5 in cowpeas); 4.5 acres for seed production, 
and 1.75 acres in other crops, making a total of 50.25 acres devoted 
to crop production. 

The percentage distribution of the acres in crops was as follows: 
row crops, 38 per cent; small grains, 7 per cent; hay crop, 15 per 
cent; soil building crops, 28 per cent; seed crops, 9 per cent; other 
crops, 3 per cent. 

The financial results of the 1937 operations were as follows: 
Gross cash income from crops, $3,027; gross cash expenses, $931; 
net cash income, $2,096. The actual net income for 1937 is an 
increase ovet 1935 of $725. This, however, is not a fair compar- 
ison as the 1937 income has not been adjusted for variations in 
yields, costs, and prices. To make the operations for 1935 and 
those for 1937 comparable, the 1937 data have been adjusted for 
yield, prices, and costs. When this is done the net cash income 
for crops in 1937 is $970 instead of $2,096 or a loss in income be- 
tween 1935 and 1937 of $401. These calculations showing the 
changes in net cash income may be summarized as follows: 











FS NER BION 5 5s ies oo s.3\ee Bans See einet ace Sen oa eee $2,096 
DUE ND OICRRESNE. 6054.5 So sisiejie cs ntentaeev aes ong tem eae hie enee ted 1,371 
WeGh. Geceel Oe AOR Clee TURE ic ba cece ea oes vances neue $725 
EE CC NI i. ies orn scare sp oaiviasinicieaiiea en ana es SMa Sena $1,371 
SE Me NOI as ci sia doin ios oie bie banana cans scp esaeneae tae 970 
DUCE MORO OE BUSINES CCRRNIIN 5 oo oi5is.5 5:0 ia o.0is wins 84 gsi a Msaetiery ain gOS $401 
BE MUNN IID 5.5 So cinco ssn IASG GS 92 ded Sew ore cae eee $1,371 
SON (AD Sr eer Sr ee en 1,183 
MVE DENON GR SUI COUONI 5s 5k 5.5 65.5050 003.04 wid veya ooeteneen $188 
BU ANNES 2. is 5.2 Soap teatro eal nes eee bene ems eaak Ghee $1, 183 
REEF EN CIINS:. 5.0: cp sw dscn cucheedamntunnbcsearsakac wont 970 
Net gain of suggested over actual adjusted operations................ $213 


These two examples indicate, I believe, the nature of some of the 
problems involved in devising a cropping system which will 
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rehabilitate the soil and maintain its fertility. The losses are 
likely to be very heavy from the standpoint of the individual 
farmer when an attempt is made to shift to a soil improving system 
of farming. And quite obviously, if soil fertility is to be increased 
to such a degree that it will pay the farmer to operate the farm, 
it will require a very definite program of action involving financial 
assistance. 


IV 


What do these data mean or indicate as to the effect of action 
programs, such as the Soil Conservation Service program, and the 
Agricultural Conservation program of the AAA, on the utiliza- 
tion of farm land? There is need for caution in arriving at any- 
thing but tentative conclusions. Although the data are not ade- 
quate for sweeping generalization, they do tend to indicate the 
following: 

1. On an absolute basis the action programs have not brought 
about all the desired changes. The row crop acreage has been 
increased, although perhaps the rate of increase has been somewhat 
checked. Small grain acreage, a desired thing in this area in order 
to prevent soil erosion, has been decreased by all groups except 
the non-cooperating farmers in which case the acreage in small 
grain has been held constant. The acreage devoted to hay and 
soil maintaining and improving crops other than small grain has 
been markedly increased on all farms. 

2. On a relative basis there is evidence that the action programs 
have been effective but have not as yet brought about all the de- 
sired changes. Relatively, row crop production has declined on 
all farms, the greatest decrease being registered on the SCS farms. 
Small grain production, on the other hand, has definitely decreased 
on those farms cooperating with the AAA and SCS. All farms 
show an increase in the acreage of land devoted to the production 
of hay, but the most pronounced changes have occurred on the 
AAA and SCS farms. For the soil improving crops the records 
show a clear gain by all farms. 

3. When utilization of the land by each group is compared to a 
standard, the AAA cooperating farms show only a slight improve- 
ment between 1935 and 1937 as compared to a marked improve- 





























LAND USE AND INTERNAL OPERATION OF FARMS 577 


ment by the SCS and a retrogression by non-cooperating farmers. 
In small grain acreage all farms are deficient. The non-cooperat- 
ing and AAA farms are more defective with respect to soil improv- 
ing crops than the SCS farms. Finally, in hay crop acreage all 
groups have shown improvement, being equal to or greater than 
the standard. 

4. Another tentative conclusion can be drawn; namely, that in 
most cases a combination of enterprises cannot be devised which 
will improve the fertility of the soil without seriously impairing 
the present farm income. 

5. The desired changes in crop and livestock production cannot 
be effected without substantial governmental assistance over a long 
period. 

6. It remains to be proved whether or not the AAA or the SCS 
programs can rehabilitate Southern farming. However, it is 
true that these agencies have made contributions which have 
improved the systems of farming and no doubt should be con- 
tinued, but their methods should be modified so as to reduce fur- 
ther the row crop production and provide for direct financial aid 
to those farmers whose income is adversely affected temporarily 
by such a reduction in row crop production. 








THE RELATIONSHIP OF TOP SALARIES TO PROFITS 
OF MANUFACTURING COMPANIES* 


BURNHAM P. BECKWITH 
University of Georgia 


The success of the Securities Exchange Commission in making 
public the salaries of senior corporation executives has led to 
much discussion and speculation concerning the relationship of 
the size of these salaries to the rate of net profit of the companies 
paying them. Many critics have asserted that relatively high 
salaries for senior executives tend to reduce net profits available 
for dividends, while other writers have defended such salaries on 
the ground that they increase the efficiency of management and, 
thus, the dividends available to stockholders. 

One of the first steps to be taken in answering this question is to 
determine the actual relationship between the relative level of the 
top salary and the relative level of the rate of profit for a large 
number of companies. Do companies which pay top salaries 
above the average in size earn more or less than companies which 
pay top salaries below the average in size? Only after the ex- 
istence and nature of such a relationship has been demonstrated 
can we go on to consider whether unusually high salaries are the 
cause or result of relatively high or low profits. 

In order to throw some light on this fundamental question of 
whether there is any relationship between the relative level of the 
top salary (the highest single salary) and the relative rate of profit 
(net profit divided by net worth defined as capital plus surplus), 
we have collected data on the salaries, total assets, gross revenues 
(net sales plus other income), net worth, net profits, and number 
of employees of a large number of manufacturing companies. We 
have confined our study to manufacturing companies in order to 


* This study was made possible by a subvention from the Carnegie Corporation to the 
Institute of Educational Research, Teachers College, Columbia University, and was carried 
out under the guidance of Professor Edward L. Thorndike, Director of the Institute. 
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secure a more homogeneous group within which variations in 
salaries and profits would be more significant. Efforts were made 
to secure even greater homogeneity by taking individual branches 
of manufacturing only, but it was found impossible to secure data 
on a large number of companies performing one type of manu- 
facturing only. Our companies were selected at random, but they 
consist almost entirely of those listed on the New York or Curb 
Stock Exchanges. 

Two sources of figures on the salaries of corporation executives 
have been used. For our first calculation we used chiefly 1935 
salaries obtained directly from copies of SEC reports 10 and 10x 
on file with the New York and Curb Stock Exchanges or indirectly 
from newspaper articles based on these reports. These salaries, 
listed as ‘‘total compensation’’ in the SEC reports, include cash 
bonuses. In a few cases we have added to the total compensation 
reported our own estimate of the value of rights granted to execu- 
tives only, and in several cases we have not used the salary figures 
because of the difficulty of evaluating such rights. 

In the case of 37 companies, salaries for 1934 only were secured 
and these salaries were treated as 1935 salaries on the ground that 
the average change in salaries paid by a single company between 
1934 and 1935 was very small in comparison with the differences 
between different companies in 1934 or 1935. Data on assets, 
revenues, net worth, and net profit were obtained from Moody's 
or Poor's Industrial Manuals for 1935. Information on the num- 
ber of employees came from these manuals, and particularly from 
Moody's, which gives more frequent reports on this point. The 
figures on number of employees are ordinarily for different dates in 
1934, 1935, and 1936, although most frequently for the end of 
1935, and must be regarded as only a rough approximation to the 
actual average daily employment in 1935. All data include the 
operations of owned or controlled subsidiaries as far as possible, 
but net worth does not include minority interests in these sub- 
sidiaries nor does net income include income allocated to minor- 
ity interests. 

To make possible the measurement of the relative height of the 
top salaries of different companies, we used two composite measures 
of size and prepared graphs showing the variation of the top 
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salary with changes in the size of the corporation. One composite 
measure consisted of total assets in millions of dollars plus two 
times the gross revenues in millions of dollars plus the number 
of employees in hundreds of men 
TA GR E 
+ + 


1,000,000 1,000,000 100 





This was used for 254 companies on which we had data on all 
points. The second composite, 
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was used for 112 companies on which we lacked data on gross 
revenues. The two graphs were drawn freely by hand on the 
basis of about a dozen plotted points showing median salaries for 
groups of companies of similar size, and are only roughly accurate, 
but they serve as a satisfactory base from which to measure marked 
deviations in salaries. Because of the roughness of these curves, 
variations of less than 10 per cent in either direction were added 
together and treated as a single neutral class. 

With the aid of these graphs, the deviation of the top salary of 
each company from the average salary for companies of such a size 
was measured. All companies were then grouped into classes 
according to the direction and amount of these deviations, and the 
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median rate of net profit (aw) for each group was obtained. 
Medians were used in order to reduce the influence of extreme varia- 
tions such as one profit of 300 per cent. The results are shown 
in Table I. x 

Table I shows that of 254 companies for which ‘we had data on 
TA (total assets), GR (gross revenue) and E (earnings), this data 
being used to secure a composite ‘measure of size so that ‘the\devia- 
tion of the top or first salary from the avetage for companies’ ‘of that 
size could be measured, 69 companies with top salaries sper cent 
or more below the average hada median"net'profit ‘of 5.6}per,cent 
in 1935, 46 companies with a top'salary of 10 to 30 per cent or more 
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Cuart I. Ner Prorit sy Sizz or Top Sacary ror 366 ComMPaNIEs IN 1935 


below the average had a median net profit of 5.9 per cent, 45 com- 
panies with a top salary within 10 per cent of the average had a 
median net profit of 6.1 per cent, 49 companies with a top salary 
of 10 to 50 per cent above the average had a median net profit of 
8.1 per cent, and 45 companies witha top salary at least 50 per cent 
above the average had a median net profit of 9.6 per cent. The 
figures on 112 other companies and on all 366 companies show very 
similar results. The scatter for the 366 companies is shown in 
Chart I, together with a regression line of the type, Y, = a + bX. 

The obvious conclusion from Table I is that net profits vary 
directly with the relative size of the top salary paid. The larger 
the salary, the higher the rate of net profit, other things being 
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equal. Moreover, the increase in net profits as the top salary rises 
is very considerable. The median net profit for that group of the 
entire 366 companies paying the lowest relative salaries is only 
5-4 per cent, while for that group paying the highest relative 
salaries the median net profit is 9.8 per cent, or over 80 per cent 
above the net profit of the first group. The uniformity of the 
increase in net profit as the relative size of the salary increases is 
also noteworthy and is a further proof of the validity of our con- 
clusion. The probable errors shown for the median net profits of 
all 366 companies are clearly too small to affect our conclusion 
appreciably. 




















TABLE II 
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It is perhaps well to repeat the fact that these results do not 
mean that high salaries cause high profits or that high profits cause 
high salaries. All our results show is that the two tend to go 
together. 

The variation among net profits within each salary group is 
very great. Of the 87 companies with the relatively lowest top 
salaries (—30 per cent or more), 26 earned 9.8 per cent or more, 
that is as much or more than the median net profit of the highest 
group. Conversely, of the 68 companies with the relatively high- 
est salaries (+50 per cent or more), 16 earned less than 5.4 per 
cent, the median for the lowest group. 

Table II will show the degree of variation more clearly. 
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In order to check the results given above, we made use of the 
data on salaries paid from 1928 to 1933 by 877 corporations listed 
on the New York and Curb Stock Exchanges compiled by the 
Federal Trade Commission in accordance with Senate Resolution 
No. 75, 73td Congress, First Session. Instead of using figures on 
one year only, we took the figures for both 1928 and 1929 and 
averaged them, except that the total assets and net worth as of the 
end of 1928 were treated as averages for two years. After all non- 
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manufacturing companies and all manufacturing companies which 
were organized after January 1, 1928 or underwent important 
mergers during the years 1928-29 were excluded, we were able 
to obtain full information for our purposes on 265 companies. 
To measure the size of these companies, we used the composite 
TA 
1,000,000 
ured as before. 


+ a and the relative level of the top salary was meas- 


The results are shown in Table III and Chart II. 
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It will be noticed that in 1928-29 the relative number of com- 
panies paying salaries 50 per cent or more above the average was 
28.3 per cent while in 1935 it was only 18.6 per cent. 

The degree of variation in net profit in 1928-29 within each 
salary group is shown in Table IV. 
































TABLE IV 
Number or Companizs in Various Prorit Groups (1928-29) 
SALARY 
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These figures show almost the same trend disclosed in Tables I 
and II. The median net profit rises rapidly and, with one ex- 
ception, uniformly as the relative size of the top salary increases. 
For that group of companies paying the highest relative salaries 
the median net profit is 74 per cent higher than for the group paying 
the lowest relative salaries. 














LABOR LAWS AND LEISURE HOURS 


HAROLD H. PUNKE 
Georgia State Womans College 


I 


The recent past has witnessed intensified debate concerning 
hours of labor and public regulation of them. Depression and 
unemployment influences are of course apparent here, and concern 
has been greatest for vocational strata most affected by unem- 
ployment—manual and low-wage groups. Various pension and 
insurance programs have been advocated, and some adopted by 
law. Typical legislation concerning labor, unemployment in- 
surance, or pensions, has related to vocations economically below 
the semi-professional level, and professional classes sometimes 
ask, when society seems little concerned over the income, hours of 
duty, or retirement status of ptofessional men, whether thers is 
justification for anxiety regarding similar aspects of the lives of 
persons in lower vocational strata. Light on this question might 
come from at least four angles: (1) Elasticity of demand for 
service rendered; (2) number of persons affected; (3) other avenues 
of material support; and (4) chosen vocation as an avenue of per- 
sonal satisfaction. 

There is clearly less elasticity in a man’s demand for food, in 
accordance with a good or poor harvest, than in his demand for 
medical service in accordance with available physicians. Whether 
much or little food is available, the range is not wide between the 
minimum that will adequately nourish, and the maximum that 
can be consumed without physical injury. The food that one 
might waste, of course, varies widely, but wastage is not within 
present consideration. Perhaps range in usable medical service, 
between that resulting in mere survival and that compatible with 
health of body and mind, has been less clearly determined. Some 
primitive men and scattered individuals in modern societies seem 
to enjoy a long life with little or no professional medical service, 
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and of course others die regardless of abundant service. Here, as 
with food, the optimum in kind and amount varies with individuals. 
In any case, however, the range in variation seems greater for 
medical service than for food. Similar comparisons regarding 
elasticity of demand in accordance with supply could be drawn be- 
tween shoes and education, between spectacles and religious under- 
standing, or between many other items in a modern civilization. 
The point, however, is that production in fields of inelastic demand 
has in the past employed large proportions of the population, 
partly because civilization has only recently got beyond supplying 
the bare necessities of life for the average man. Little training is 
needed in fields supplying bare necessities, hence vocational re- 
quirements are not high. The simplicity of tasks which makes 
little training necessary, however, also makes these tasks the 
first to be taken over by machines. Professional work is less 
subject to machine handling, while at the same time popular 
Capacity to consume professional output is more elastic—aside 
from some particular system of exchange or payment for service 
rendered. 

A combination of these factors relating to inelastic demand for 
the products of simple and unskilled labor means a large number of 
menial workers, without much training, for whom society must 
consciously provide. If drift and laissez faire too long hold the 
place that conscious provision should hold, social unrest commonly 
ensues, with accompanying conflict and intolerance, which 
threaten the security of the 'state. The sheer number of persons 
concerned, then, is of decided importance from the standpoint of 
what groups the organized state should first attempt to help, by 
means of regulations affecting service rendered and rewards for it. 

The democratic state, interested in the maximum development of 
personality of its citizens, and in something resembling equality 
of opportunity for such development, must also give attention 
to the social status of the different groups concerned. From this 
standpoint society's most immediate concern is over those least 
able individually to provide for themselves, within the existing 
pattern of social organization. The same point has sometimes 
been stated by saying that in the past society has been more im- 
mediately concerned about other groups, and that accordingly 
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various social regulations have grown up whereby these other 
groups have gained personal and property rights, or control of 
resources and avenues of power, enabling them individually—or 
with the backing of society as at present organized—to provide 
for themselves. Economic disturbances and social pressures now 
make it necessary to shift somewhat the pattern of these controls, 
so as to provide more for those who heretofore have had least. 
Obviously then legislative consideration now will not first be 
given to professional groups who are best able, under prevaiiing 
regulations, to take care of themselves, but to workers least able 
to do'so. 


II 


Aside from considerations of service rendered, or numbers or- 
dinarily engaged in particular vocations, or availability of support 
other than payment for service, a democratic society should be 
interested in the distribution of work and leisure among vocational 
strata. One reason for this hinges upon the personal satisfaction 
attaching to different vocational pursuits. A person usually gets 
more satisfaction from a vocation which he wants to pursue than 
from one into which he has been forced. Occasionally a person 
pursues a profession because someone else practically forced him 
into it, but such compulsion undoubtedly affects a smaller per- 
centage of professional persons than the percentage of menial 
workers affected by economic compulsion. The relative social 
status of different vocations is of course important. Youths in 
choosing vocations naturally select those to which greatest prestige 
attaches. High schools and colleges often exaggerate this tend- 
ency through perpetuating traditional curricula which grew up 
when only persons in line for professional or leisurely lives at- 
tended those institutions, or by maintaining guidance personnel 
whose ideas regarding vocations follow grooves that were notched 
in a distant past. 

If persons in lower vocational strata to a greater extent than 
those in higher are there by dint of economic necessity rather 
than by preference, persons in lower strata will get less satisfac- 
tion from their vocations than will persons in higher strata. If 
vocation offers them less satisfaction, they will have to get more 
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elsewhere, or get very little satisfaction out of life in general. 
Accordingly, persons pursuing vocations which in themselves 
offer little satisfaction, need more time and energy for avocation, 
family, or other avenues of satisfaction. In short, persons in 
vocations which are largely routine, which are unsatisfying be- 
cause of status, or are positively disintegrating, need more leisure 
than do persons whose vocations yield personal satisfaction and 
enjoyment. Hence from the standpoint of developing personality 
through enjoyment of one’s work, and of supplementing that 
enjoyment through leisure and avocation, the state should be 
interested in the availability of more leisure for persons of low 
than for those of high vocational status. The way in which 
available leisure is spent, the extent to which its use is actually 
re-creational or otherwise socially desirable, is of course im- 
portant, but chis does not negate the foregoing argument regarding 
the ‘need for its availability. 


Ill 


Considerations thus far relate mainly to persons who have made 
some vocational choice, or who are pursuing some vocation. 
Another approach is through guidance of youth relative to promis- 
ing vocational selections, and to subsequent teaching designed to 
help them get the maximum satisfaction and enjoyment from 
the vocations selected. Much seems possible along both lines, 
selections from among new and developing fields as contrasted 
with fields passing off the vocational scene, and learning not only 
that some satisfactions may attach to any vocation but learning 
what the particular satisfactions are in the specific vocation 
selected. Much might also be achieved through reducing income 
differentials among vocational strata. The equivalent of this 
is to some extent appearing through making available on a com- 
munity basis an increasing proportion of the necessities of life—i.e., 
education, health, housing, recreation, and security in old age. 
Social security for the aged will perhaps affect somewhat the 
opportunity-for-growth appeal of certain higher vocations, in 
the sense that if the aged are otherwise provided for, less attention 
may be given by youth to selecting a vocation that can be followed 
in later life when physical energy runslow. Without examining 
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the effectiveness of pursuit of professions or other vocations by 
persons of different age levels, the possibility of security on a com- 
munity basis when one is old might lessen somewhat the pressure 
for entry into vocations (professions) which in the past have 
come nearest to affording security ‘for ‘the ‘old, ‘on ‘an ‘individual 
basis. 

On the other hand a more extended use of the elastic-demand 
types of goods and services suggested earlier—medical service, 
dentistry, education, religion, communication, housing, etc., 
may result in relative future expansion of opportunity in profes- 
sional and semi-professional fields as compared with fields at the 
bottom of the vocational scale, which means that the professional 
will become less selective relative to other vocations. In regard 
to such selectivity, of course, much depends on who sets up the 
qualifications for entry into professions and related fields, whether 
requirements for entry reflect training and skills needed for prac- 
tising the profession, or constitute devices whereby present mem- 
bers of the profession reduce competition by keeping out potential 
members. Nevertheless when viewed statistically, past employ- 
ment trends have shown expansion in the service fields as compared 
with other fields, that is, expansion in fields where demand is 
elastic. 

An introductory paragraph suggested that professional workers 
often have arduous hours of work. Nothing in the intervening 
paragraphs argues away that fact. Reduction of hours among 
some professional workers, or a different distribution of them 
among workers, would no doubt be desirable in many instances— 
from the standpoint of both worker and client. The present 
paper, however, is intended to deal with distribution of leisure 
among and not within vocations, and to examine certain reasons 
why, from the legislative standpoint, the state at present is more 
interested in leisure among the lower than among the higher 
vocational groups. 











LABOR AGAIN MENACED BY THE SHERMAN ACT 


E. B. McNATT 
University of Illinois 


Almost fifty years have passed since Congress enacted the Sher- 
man Anti-Trust Law; and some twenty-five years since it was 
strengthened in 1914.2 Numerous times during this period the 
question of the liability of labor organizations under these acts 
has been raised and fought through the courts.* Once again or- 
ganized labor is faced with a test of its liability under the anti- 
trust laws as a result of a recent Federal District Court action.‘ 
In many ways this case involves issues and principles closely 
paralleling earlier controversies on the subject, but in several 
important respects this case differs from its predecessors. In 
the first place, it is the first instance in which the anti-trust laws 
have been applied to a situation involving a sit-down strike. In 
the second place, this case raises several new issues or questions 
relative to the effect of a strike upon interstate commerce. 

While most of the earlier controversies over labor’s liability 
under the anti-trust laws involved strikes directly or indirectly, 
the primary factor in establishing labor's liability in a majority 
of them was the nature of strike activities. Thus non-peaceful 
picketing,® boycotts,® interference with contract relations,’ re- 

126 U. S. Stat. 209 (1890). 

238 U. S. Stat. 730 (1914). 

’ Lowe vs. Lawlor 208 U. S. 274, 28 Sup. Ct. 301 (1908); Hitchman Coal and Coke Co. 
vs. Mitchell, 245 U. S. 229, 38 Sup. Ct. 65 (1917); Duplex Printing Co. vs. Deering, 254 U. S. 
443, 41 Sup. Cr. 172 (1921); Amer. Steel Foundries vs. Tri-city Central Trades Council, 257 
U. S. 184, 42 Sup. Ct. 72 (1921); Coronado Coal Co. vs. United Mine Workers, 268 U. S. 
295, 45 Sup. Ct. 551 (1925); Bedford Cut Stone Co. vs. Journeymen Stone Cutters Ass'n, 
274 U. S. 37, 49 Sup. Ct. 522 (1927). 

* Apex Hosiery Co. vs. Branch 1, American Federation of Hosiery Workers, Federal 
District Court in Philadelphia, Pa., April 3, 1939. See footnote 23 for a summary of the 
facts involved in this case. 

5 American Steel Foundries vs. Tri-city Central Trades Council. See footnote 3. 

® Lowe vs. Lawlor; Duplex Printing Co. vs. Deering. See footnote 3. 

7 Hitchman Coal and Coke Co. vs. Mitchell. See footnote 3. 
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fusal to work on non-union goods,* and reciprocal boycott 
agreement with employers,® have all been held to be unlawful 
wherever interstate commerce was directly affected. For any 
conspiracy in restraint of trade to be held within the federal anti- 
trust laws, it is first necessary, of course, to establish that the 
controversy involves a restraint of interstate commerce. One of 
the primary questions of law involved in this case, therefore, is 
whether or not interstate commerce was directly affected by a 47- 
day sit-down strike at the Apex Company’s plant. 

Other extremely important questions raised by this case involve 
the matter of intent on the part of the workers, and the extent of 
the restraint of interstate commerce. The strike stopped manu- 
facturing operations at the plant, but the workers disclaimed any 
intent to restrain or interfere with interstate commerce. How 
far is intent controlling in establishing liability under the anti- 
trust laws? And what light do the recent Supreme Court decisions 
on the National Labor Relations Act throw on this point? In 
view of the fact that the Apex Company produced only 2 or 3 
per cent of the total national output of the commodity, how much 
restraint of interstate trade is necessary to establish liability? 
The Supreme Court has held in several leading cases that in order 
to establish liability under the anti-trust laws the restraint must 
be “‘unreasonable.’” Was this restraint ‘‘unreasonable?’’ And 
finally, to what extent, if any, has the broadened concept of inter- 
state commerce, as laid down in recent Supreme Court cases, 
affected labor's liability under the anti-trust laws? 

The fundamental issues and far-reaching legal implications, as 
well as the amount of damages involved (over $700,000), make this 
case an especially important one. The desirability of an examina- 
tion of these issues and questions at the present time is not lessened 
by the fact that the case will in all probability be taken up to the 
United States Supreme Court for final adjudication. 


I 


The development of labor law in this country has been rather 
unique in many respects. It has not grown out of any uniformly 


8 Bedford Cut Stone Co. vs. Journeymen Stone Cutters Ass'n. See footnote 3. 
® United States vs. Brims, 272 U. S. 549, 47 Sup. Ct. 169 (1926). 
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accepted principles or theories, nor has it ever been given expres- 
sion in any compact body of rules or regulations established by 
statute. On the contrary, the law of labor in the United States 
today is composed of a complex combination of legislative en- 
actments, judicial decisions, rules of administrative bodies, and 
common law doctrines. Consequently it is not surprising, in view 
of this multiple origin, to find in the law of labor an amazing 
amount of contradiction, inconsistency, and uncertainty. 

The law of labor combinations, in both this country and in 
England, originated in the application of the old common law 
doctrine of conspiracy to organized labor and its activities. Ac- 
cepting this doctrine, which is based upon the theory that the 
group has power to harm which the individual does not possess, 
labor organizations have frequently been subject to prosecution 
for ‘‘conspiracy.’" This doctrine in its earliest use was made 
applicable to all combinations of labor, even those whose primary 
or only objective was to raise wages or shorten hours. Although 
this was never unchallenged law in the United States, it was not 
until the famous case of Commonwealth vs. Hunt!® in 1842 that 
the legality of labor combinations and collective bargaining per 
se was finally established. This decision, however, did not stop 
the prosecution of labor organizations as conspiracies under the 
common law. Two corollaries of the doctrine of conspiracy hold 
that if the purpose or object of the combination is illegal every 
act done in pursuance of this object becomes illegal, and second, 
if an illegal combination has been formed, all of the conspirators 
are responsible for the acts of any one of the conspirators done in 
pursuance of the common object. Thus despite the decision in 
the case of Commonwealth vs. Hunt, labor organizations were 
subject to frequent prosecutions for criminal conspiracy down to 
about 1890. After 1890, prosecutions for criminal conspiracy 
declined, not because they were outlawed, but primarily because 
the labor injunction had become the more usual form of action in 
labor disputes. One authority has described the contrast in the 
development of labor law in this country and in England with 
respect to the conspiracy doctrine as follows: 


10 4 Metcalf 111, 45 Mass. 111. 
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The development of the law of labor combinations in this country thus 
differed radically from that of England. In England all combinations 
of workingmen were at the outset regarded as criminal conspiracies, but 
by parliamentary enactments labor has been freed entirely from the re- 
strictions of the conspiracy doctrine. In the United States the early 
English doctrine that combinations to raise wages are unlawful was never 
generally accepted as good law. On the other hand, labor in this coun- 
try never gained complete relief from the conspiracy doctrine." 


II 


It was generally believed at the time the Sherman Act was passed 
in 1890 that the law had no application to trade unions or their 
activities.1* The question of whether or not Congress intended 
the act to apply to combinations of labor has long been a subject 
of controversy.1* Whatever the intent of Congress, the decision 
of the Supreme Court in the Danbury Hatters case settled this 
question more or less finally by holding that labor organizations 
were subject to the Sherman Anti-Trust Law.'* In this case the 
court held that the provision in Section 1 of the Sherman Act 
stating ‘“Every contract, combination or conspiracy in restraint 
of trade is illegal’’ included labor organizations, that the Hatters 
union had illegally restrained interstate trade, and as a result 
awarded triple damages to the Lowe Company amounting to 
$252,000. The case was originally instituted in 1903 and was 
not finally settled until 1915, and two more years elapsed be- 


11 J. R. Commons and J. B. Andrews, ‘‘Principles of Labor Legislation,’’ Harpers, 1936, 
p- 383. 

12 A literal interpretation of Section 1, however, is broad enough to embrace almost all 
forms of organization of labor or capital. This section provided ** Every contract, combina- 
tion in the form of trust or otherwise, or conspiracy, in restraint of trade or commerce among 
the several states, or with foreign nations, is hereby declared illegal.’’ Section 7 provides 
that any person injured in his business or property as a result of any violation of the Sherman 
Act shall be allowed to sue and collect triple damages from the person or corporations re- 
sponsible. 

18 For an excellent discussion of whether or not Congress intended the Sherman Act to 
apply to labor, see Edward Berman, ‘‘Labor and the Sherman Act,’’ Harpers, 1930. 

14 Op. cit., p. 1. The essential facts in this case were as follows: The Brotherhood of 
United Hatters was seeking a closed shop in a nation-wide campaign. The Danbury, Conn., 
firm of Lowe and Company refused to grant the closed shop and the union went out on strike. 
A secondary boycott was instituted against the firm’s products and prosecuted vigorously 
throughout the nation. The boycott proved so destructive that the company filed suit for 
damages under the Sherman Act. The case eventually reached the Supreme Court. 
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fore the company was able to collect the damages which had been 
awarded it. 

The Danbury Hatters case is of great importance because it es- 
tablished the following legal principles: (2) that the Sherman 
Act applied to labor combinations; (2) that secondary boycotts 
affecting interstate commerce were illegal under the anti-trust 
law; (3) that suits for damages might be brought against individ- 
ual union members under this law. 

In view of the tremendous implications of this case in holding 
trade unions and their members liable for damage suits under the 
Sherman Act, it is little wonder that organized labor was aroused 
and alarmed by this new manace which, at the time, appeared 
even more serious than the injunction and the conspiracy doctrine. 
The fear that the Sherman Act might be invoked to render trade 
unions and all their activities unlawful caused labor to lose no 
time in pressing for a revision of the anti-trust laws. 

Organized labor believed it had won some relief from the anti- 
trust laws when Congress passed the Clayton Act in 1914.15 The 
basis for this belief was the so-called labor provisions of the act, 
particularly sections 6 and 20. Section 6 provided that the anti- 
trust laws should not be construed to forbid the existence of labor 
organizations, or to restrain their members from ‘‘lawfully carry- 
ing out the legitimate objects thereof.’’ Section 20 contained 
provisions designed to limit the granting of injunctions in labor 
disputes by federal courts. 

The story of labor’s disillusionment with the Clayton Act is an 
old one and needs no repeating here except to indicate the legal 
principles established in the Supreme Court interpretations of this 
act. Far from improving labor's legal status under the anti- 
trust laws, the Clayton Act greatly increased the legal liability 
of trade unions by opening up the possibility of prosecution 
through the private injunction suit. The fact that the Clayton 
Act had really made no change in labor's liability under the anti- 
trust laws was first established in 1921 with the Supreme Court's 
ruling in the Duplex case.!° The court, in a six to three decision, 


15 38 U. S. Stat. 780. 
16254 U. S. 443; 41 Sup. Ct. 172 (1g2r). In this case the Duplex Printing Press Co., 
which manufactured newspaper presses in Battle Creek, Mich., refused to grant a closed 


























LABOR AGAIN MENACED BY SHERMAN ACT 195 


held that the machinists’ boycott was a violation of the Sherman 
Act, and was unlawful despite the enactment of the Clayton law. 
In interpreting the provision of the Clayton Act declaring that 
nothing in the anti-trust laws shall be construed to forbid the 
members of a trade union from /awfully carrying out their Jegiti- 
mate objects, the court said, in effect, that this provision had in 
no way decreased labor’s liability under the anti-trust laws. 

This decision is important for two reasons: first, it clearly es- 
tablished the fact that the legal status of union activities under 
the Sherman Act had not been changed by the passage of the Clay- 
ton Act; and second, it restated the proposition earlier laid down 
in the Danbury Hatters case, that a secondary boycott was illegal 
under the anti-trust laws. 

From the point of view of the legal principles established, two 
of the most significant decisions ever handed down by the Supreme 
Court involving labor disputes under the Sherman and Clayton 
acts were rendered in 1922 and 1925.17 In the first decision on this 
case, the court established the principle that unions, though un- 
incorporated associations, might properly be sued and their funds 
attached for damages resulting from their unlawful acts. The 





shop to the machinists’ union or to recognize the union. A strike was called by the machin- 
ists’ union and a secondary boycott was instituted against the company. The Duplex 
Company petitioned for an injunction against the union, charging that it was an illegal 
combination in restraint of trade under the anti-trust laws. The lower courts refused to 
grant the injunction, relying primarily upon the changes which the Clayton Act had pre- 
sumably made in the liability of unions under the anti-trust laws, but on appeal to the 
Supreme Court, the judgment of the lower courts was reversed and the injunction granted. 

17 United Mine Workers vs. Coronado Coal Co., 259 U. S. 344 (1922), Coronado Coal Co. 
vs. United Mine Workers, 268 U. S. 295 (1925). Briefly the facts in these cases were: The 
Coronado Coal Co. in 1914 severed their relations with the United Mine Workers and closed 
some of their mines. In attempting to reopen the mines on a non-union basis, violence 
broke out, resulting in the destruction by fire and dynamite of considerable company property 
and the flooding of some mines. The Coronado Company brought a suit for damages against 
the United Mine Workers, charging the defendants with having entered into a conspiracy 
to restrain and monopolize interstate commerce in coal, and destroying company property 
in carrying out this conspiracy. The amount of damages asked was $740,000, which was 
to be tripled under the provisions of the Sherman Act to $2,220,000. The lower courts 
found the union guilty of the charges and awarded damages amounting to some $750,000. 





The union appealed to the Supreme Court, which reversed the orders of the lower court in + 


1922. Again the case came up through the lower courts on the basis of new evidence, with 
the coal company this time doing the appealing. In 1925 the Supreme Court reversed its 
former ruling and held the union liable under the Sherman and Clayton acts. 
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court held, however, that even though the district union was 
responsible for the strike and resulting property damage, that 
this did not in itself make the union liable for damages under the 
Sherman Act. This could only be done by proving that the union 
had engaged in a conspiracy to restrain interstate commerce. In 
denying the coal company’s contention that there was such a con- 
spiracy to restrain interstate commerce, and an intent to restrain 
this commerce, the court said, ‘‘Coal mining is not interstate 
commerce, and the power of Congress does not extend to its regu- 
lation as such. Obstruction to coal mining is not a direct ob- 
struction to interstate commerce in coal, although it, of course, 
may affect it by reducing the amount of coal to be carried in that 
commerce."’ The court also pointed out that in a national pro- 
duction of from ten to fifteen million tons per week, the 5000 tons 
per week which the coal company was said to produce ‘‘would 
have no appreciable effect upon the price of coal or non-union 
competition." The judgment of the lower courts was reversed 
and the case sent back to the District Court for retrial. 

After judgments in favor of the union had been rendered by the 
lower courts in new trials, the coal company appealed to the 
Supreme Court which again rendered a decision on this case in 
1925. The principal new evidence submitted to the court in the 
second case related to the amount of coal mined by the Coronado 
Company, and the intent to restrain the shipment of non-union 
coal into union territory. It was established that the productive 
capacity of the coal company was 5000 tons daily, rather than 
5000 tons weekly. The court held that this was a large enough 
amount to have a substantial effect upon interstate commerce, 
and also that the evidence indicated there had been an intent on 
the part of the union to restrain the shipment of non-union coal 
in interstate commerce. The Supreme Court again sent the case 
back for a new trial, but before the date of the new trial, the case 
was settled out of court, with the union paying $27,500 damages 
to the coal company. 

The significance of these decisions arises not only from the fact 
that the Supreme Court established the principle that trade unions, 
as unincorporated associations, might be sued for damages, but, 
more importantly, from the legal principles laid down as to what 
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constitutes a violation of the Sherman Act. As one writer has 
described it, 


For the first time the Supreme Court had before it a labor case in which 
it had to decide whether an interruption of production within a state 
could be considered a violation of the Sherman Act. Its decisions were 
based upon two considerations. In the first place, was there an intent to 
restrain interstate commerce? Second, was the actual restraint upon in- 
terstate commerce so substantial that intent to restrain might be inferred? 
In its 1922 decision it answered no to both questions. In its 1925 decision, 
on the basis of additional evidence, it answered yes to both questions. 
In other words, the Court held that an interference with production 
within a state was a violation of the Sherman Act if the intent to restrain 
commerce existed.1® 


A final case involving labor's liability under the anti-trust laws, 
and one which has been considered by many to represent the 
climax of a long series of judicial interpretations of the anti-trust 
laws adversely affecting labor, was the Supreme Court’s decision 
in the Bedford Cut Stone case.!® Contrary to the findings of the 
lower courts, the Supreme Court found the union guilty of unlaw- 
ful restraint of trade under the Sherman Act. The court held that 
the union had “‘. .. deliberately adopted a course of conduct 
which directly and substantiaily curtailed or threatened to curtail 
the natural flow in interstate commerce of a very large proportion 
of the building limestone production of the entire country . . . and 
it must be held to be a combination in undue and unreasonable 
restraint of such commerce within the meaning of the Anti-trust 
Act as interpreted by this Court.”’ 


18 Edward Berman, ‘‘Labor and the Sherman Act,’ Harpers, 1930, p. 129. 

19 Bedford Cut Stone Co. vs. Journeymen Stone Cutters Association, 274 U. S. 37; 47 Sup. 
Ct. 522 (1927). This case arose out of a dispute between a group of firms engaged in quarry- 
ing and cutting limestone in the region around Bedford, Indiana, and their employees. The 
employees were members of the Journeymen Stone Cutters Association, a national trade union. 
The dispute over the renewal of their contract ended in a strike, which was followed by the 
employers’ resuming operations on a non-union basis. The national union invoked a clause 
in its constitution prohibiting any of its members from handling any stone cut by non-union 
workers. As a result of this sympathetic strike, or boycott, the Bedford Cut Stone Co. and 
its affiliates brought suit for an injunction in the District Court of Indiana, alleging that the 
union was engaged in a conspiracy to restrain interstate commerce. The case was appealed 
to the Supreme Court after injunctive relief had been denied the companies in the lower 
courts. 
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A majority of the court thus found all the elements necessary to 
constitute a violation of the Sherman Act,—an intent to restrain 
interstate commerce, a direct and substantial restraint, an undue 
and unreasonable restraint. The injunctive relief sought by the 
plaintiff companies was ordered granted. 

The legal principles established by these leading cases involving 
labor's liability under the Sherman and Clayton acts may be briefly 
summarized as follows: (1) that labor organizations are subject to 
the anti-trust laws, and the individual members of such organiza- 
tions may be sued for damages arising out of a violation of these 
laws; (2) that a trade union, as an unincorporated association, 
may be sued for damages; (3) that to constitute a violation of the 
anti-trust laws there must have been an intent to restrain inter- 
state commerce on the part of the union, the restraint must have 
been direct and substantial, and the restraint must have been an 
undue and unreasonable one; (4) that secondary boycotts, sym- 
pathetic strikes, and even local strikes may constitute a violation 
of the anti-trust laws if they involve an intent to restrain inter- 
state commerce coupled with a direct and substantial restraint. 

It is in the light of the principles laid down in these prior de- 
cisions, as well as the later decisions of the Supreme Court in the 
National Labor Relations Act cases, that the Apex Hosiery case 
must be considered. 


III 


Am\istorical survey of the results of damage suits instituted 
against labor under the anti-trust laws might warrant the con- 
clusion that labor has little to fear from this source. In all there 
have been only five damage suits brought against labor under the 
anti-trust laws,” and in only one of these could it properly be said 
that ultimate success was achieved. In the Danbury Hatters case 
the employers eventually were paid damages of over $250,000, 
but only after 14 years of expensive litigation and after the firm 
had gone into receivership. The Coronado Coal Case was finally 


20 Lowe vs. Lawlor, 208 U. S. 274 (1908); United Mine Workers vs. Coronado Coal Co., 
259 U.S. 344 (1925); Pennsylvania Mining Co. vs. United Mine Workers, 28 F (2) 851 (1928); 
Christian vs. International Association of Machinists, 7 F (2) 481 (1925); Decorative Stone 
Co. vs. Building Trades Council, 18 F (2) 333 (1927). 
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settled out of court with the union paying damages of $27,500, 
after 13 years of costly litigation. In the other three damage suit 
cases, the suits were either abandoned after long drawn out court 
battles, or were dismissed with no damages awarded or paid. 
But if the damage suit has been shoved into the background up to 
now, it has not been because it was not an available remedy to 
employers under the anti-trust laws, but primarily because the 
labor injunction afforded a more speedy and less costly remedy. 
Consequently the Apex case raises the important question of 
whether or not recent legislation such as the Norris-L-Guardia 
Act®! curbing the use of the injunction in labor disputes, and recent 
labor legislation such as the National Labor Relations Act,” 
plus the court interpretations of this legislation, has changed suffi- 
ciently the existing law of labor to revive the practical usefulness 
of the damage suit under the anti-trust laws and make it once 
again a real menace to organized labor and its activities. 

The suit for civil damages under the Sherman Act instituted by 
the Apex Hosiery Company of Philadelphia, Pennsylvania, against 
the American Federation of Hosiery Workers (C. I. O.) grew 
out of a 47-day sit-down strike in the plant of the company in the 
early summer of 1937.% The company sued the union not only 
for the physical damage to the plant and knitting machinery but 
also for the loss of profits and overhead expenses due to stoppage 
of trade during the strike. The company asked for triple dam- 
ages amounting to approximately $3,500,000. On April 3, 
1939, a jury of the Federal District Court in Philadelphia found 
Branch 1 of the American Federation of Hosiery Workers and 
William Leader, its president, responsible for the damages suffered 
by the Apex Company during the sit-down strike and brought in 


21 47 U. S. Stat. 70 (1932). 

22 ag U. S. Stat. 449 (1935). 

23 The principal facts involved in this case were as follows: The American Federation of 
Hosiery Workers petitioned the Apex Company for a closed union shop contract, which was 
refused. After several weeks of controversy over this question, during which there were 
numerous demonstrations from hosiery workers in other mills, the management closed down 
the mill and locked out the employees. Conditions immediately became much worse. 
Several thousand union men gathered in front of the plant on May 6, 1937 and some 250 
workers broke past police lines and forcibly took possession of the factory. These workers 
occupied the factory for the next seven weeks. Several months after the strike ended the 
union gained its objective—a closed shop contract. 
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a $237,310.85 verdict against them. Under the provision of the 
Sherman Act that any one injured by a conspiracy to restrain in- 
terstate commerce could collect three times the damages sustained, 
Judge Kirkpatrick trebled the assessment to $711,932.55. 

It has been indicated above that for any conspiracy in restraint 
of trade to be held within the anti-trust laws, whether the con- 
spiracy be that of employers or employees, it is first necessary to 
show that the conspiracy involves a restraint of interstate com- 
merce. Therefore the first question to be settled in this case is 
whether or not interstate commerce was directly affected or re- 
strained by the sit-down strike at the Apex Company’s plant. 

The concept of “‘interstate commerce,’’ as interpreted by the 
Supreme Court, has had a rather checkered career. The exact 
limits as to just what activities properly fall within the boundaries 
of the commerce clause of the constitution are still far from settled 
law at the present. In one of the first cases decided by the Supreme 
Court under the Sherman Act,*‘ the court held that manufacturing 
was not commerce even though the articles manufactured would 
eventually and necessarily go into interstate commerce. The 
court seemed to be following this same definition of interstate 
commerce somewhat later when it held that strikes confined to 
the place of production did not violate the Sherman Act because 
interstate commerce was not involved.** In the first Coronado 
case the court specifically stated, ‘‘Coal mining is not interstate 
commerce .. . obstruction to coal mining is not obstruction to 
interstate commerce in coal....’’ But in two other leading 
cases discussed above, however, the court extended the act to 
strikes confined to the place of production but directly intended to 
affect interstate commerce.?® Furthermore the court has held 
the Sherman Act to be violated, even though the subject matter 
be purely intrastate, if the “‘stream or flow of commerce’’ is ob- 
structed or interstate commerce ‘‘directly impeded.’’?’ 


*4 U.S. vs. E. C. Knight Co., 156 U. S. 1 (1895). 
25 United Leather Workers International Union vs. Herkert and Meisel Trunk Co., 265 
S. 457 (1924); United Mine Workers vs. Coronado Coal Co., 259 U. S. 344 (1922). 
26 Coronado Coal Co. vs. United Mine Workers, 268 U. S. 295 (1925); Bedford Cut Stone 
Co. vs. Journeymen Stone Cutters Ass'n, 274 U. S. 37 (1927). 

27 Swift and Co. vs. U. S. 196 U. S. 375 (1905); United States vs. Patton, 226 U. S. 525 
(1913). 
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But the greatest expansion of the concept of interstate commerce, 
and the one relied upon in the Apex case to bring it under the 
Sherman Act, has come about as a result of the Supreme Court's 
broad interpretation of the commerce clause in the National 
Labor Relations cases.2* The court, in holding that the Jones 
and Laughlin Company was engaged in interstate commerce and 
was therefore subject to federal control, dismissed the contention 
of the company that steel production was not interstate commerce. 
Laying great stress upon the highly integrated nature of the steel 
company’s operations, the court held that whatever burdens or 
obstructs the stream or free flow of interstate commerce was within 
reach of the congressional power; that the importation of raw 
materials in to the Aliquippa, Pennsylvania, plant and the ex- 
portation therefrom of the manufactured products did constitute 
interstate commerce; that the discharge of the employees in this 
case interfered with the free flow of interstate commerce and that 
the stoppage of that free flow would have a most serious effect 
upon interstate commerce. The court said, ‘‘In view of respond- 
ent’s far-flung activities, it is idle to say that the effect (upon 
interstate commerce) would be indirect or remote. It is obvious 
that it would be immediate and might be catastrophic.”’ 

The court went on to explain: 


The congressional authority to protect interstate commerce from 
burdens and obstructions is not limited to transactions which can be 
deemed to be an essential part of a ‘‘flow’’ of interstate commerce. Bur- 
dens and obstructions may be due to injurious action springing from other 
sources. The fundamental principle is that the power to regulate com- 
merce is the power to enact “‘all appropriate legislation’’ for ‘‘its protec- 
tion and advancement’; to adopt measures ‘‘to promote its growth and 
insure its safety’’; ‘‘to foster, protect, control, and restrain.’’ That 
power is plenary and may be exerted to protect interstate commerce “‘no 
matter what the source of the dangers which threaten it.’’ Although 
activities may be intrastate in character when separately considered, if 
they have such a close and substantial relation to interstate commerce 
that their control is essential or appropriate to protect that commerce 
from burdens or obstructions, Congress cannot be denied the power to 


28 National Labor Relations Board vs. Jones and Laughlin Steel Corp. 301 U. S. 1 (1937); 
National Labor Relations Board vs. Friedman-Harry Marks Clothing Co., 301 U. S. 58 
(1937). 
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exercise that control. Undoubtedly the scope of this power must be 
considered in the light of our dual system of government and may not be 
extended so as to embrace effects upon interstate commerce so indirect and 
remote that to embrace them . . . would effectively obliterate the dis- 
tinction between what is national and what is local and create a com- 
pletely centralized government. The question is necessarily one of 
““degree."’ And further, ‘‘the close and intimate effect which brings the 
subject within the reach of Federal power may be due to activities in 
relation to productive industry although the industry when separately 
viewed is local.”’ 


Although the interests of the Jones and Laughlin Company were 
much broader and more highly diversified than the Friedman- 
Harry Marks case decided the same day,?* the court applied the 
same principle to this Virginia Clothing Company in holding it 
to be subject to federal contro], namely, that production, when 
substantially dependent upon interstate purchases and sales, is 
subject to federal control under the commerce clause. 

A brief comparison of the facts in the Apex case with those in 
the Friedman-Harry Marks case shows their striking similarity. 
The Virginia Clothing Company is a small manufacturing company 
that produces less than one-half of one per cent of the men’s cloth- 
ing produced in the United States. It employs about 800 workers. 
Practically 100 per cent of its raw materials are shipped in from 
outside states and over 80 per cent of the manufactured products 
are sold to customers outside Virginia. The Apex Company is a 
hosiery manufacturing concern producing less than 3 per cent of 
the national output of hosiery. It employs about 2,500 workers. 
Practically 100 per cent of its raw materials come from sources 
outside Pennsylvania and over 80 per cent of its $5,000,000 annual 
production is sold outside the state of Pennsylvania. If the pro- 
duction of clothing in the Friedman-Harry Marks case involved 
interstate commerce, then it would be difficult indeed to deny that 
the Apex Hosiery Company was not similarly engaged in inter- 
state commerce under the broad construction given that term in 
these National Labor Relations cases. 

If it be conceded that the Apex Company was engaged in inter- 
state commerce as now defined, the question may well be raised as 


29 301 U. S. 58 (1937). 
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to whether the restraint of interstate commerce in this case was 
direct and substantial or indirect and remote. In a number of 
leading cases, as was pointed out above, the Sherman Act was 
held to be violated only when the restraint of interstate commerce 
was direct and substantial rather than indirect and remote.?° 
Did the sit-down strike at the Apex plant, which admittedly 
stopped manufacturing operations there, constitute a serious, 
direct, and substantial restraint of interstate commerce, or merely 
an indirect and remote interference with that commerce? 

In the earlier cases discussed above, the question of whether the 
restraint of interstate commerce was direct and substantial or in- 
direct and remote seems to have been determined largely by the 
size of the restraint. Thus in the Bedford Cut Stone case the court 
held the union liable for violating the Sherman Act because it 
had ‘“‘deliberately adopted a course of conduct which directly and 
substantially curtailed or threatened to curtail the natural flow in 
interstate commerce of a very large proportion of the building limestone 
production in the country. . .’"*! And it was the amount of coal pro- 
duction that was restrained in the second Coronado case that ap- 
parently was one of the major factors that caused the court to re- 
verse its earlier decision and hold the union liable.** In 1936, 
however, in the Carter Coal Company case,** the court seems to 
have denied that the amount of the restraint was acceptable as a 
yardstick in testing for directness or indirectness of the effect upon 
interstate commerce. The court took considerable pains in this 
case to explain that an indirect effect upon interstate commerce 
could not be transformed into a direct effect by ‘‘the magnitude 
of either the cause or the effect.""*4 But the court seemingly went 
back again to the amount of restraint in testing whether or not the 
production of steel by the Jones and Laughlin Company had a 
direct, intimate, and substantial effect upon interstate commerce. 

30 See United Leather Workers case; second Coronado case; Bedford Cut Stone case; 
Duplex Printing Co. case, footnotes 25, 17, 19, 16. 

31 See fooinote 19. 

32 See footnote 18. 

33 Carter vs. Carter Coal Co., 298 U. S. 238 (1936). 

3 Justice Sutherland said in this case, ‘If the production by one man of a single ton of 
coal . . . affects interstate commerce indirectly, the effect does not become direct by multi- 


plying the tonnage or increasing the number of men employed, or adding to the expense or 
complexities of the business... ' 
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In this case the court strongly emphasized the magnitude of the 
interstate operations of the steel company and the close and in- 
timate effect which an interruption of this production would have 
upon interstate commerce, at one point making the observation 
that, “*...when industries organize themselves on a national 
scale, making their relation to interstate commerce the dominant 
factor in their activities, how can it be maintained that their in- 
dustrial relations constitute a forbidden field into which Congress 
may not enter when it is necessary to protect interstate commerce 
from the paralyzing consequences of industrial warfare’’*® 

In view of these prior cases, therefore, there would seem to be 
adequate precedent for the court to hold in the Apex case that the 
amount of restraint resulting from the stoppage of manufacturing 
operations at the Apex plant did not involve a serious, direct, or 
substantial restraint of interstate commerce sufficient to bring it 
under the Sherman Act, but rather involved merely an interference 
with that commerce. On the other hand, if the principle laid 
down in the Carter case were applied to the Apex controversy, 
namely, that the amount of the restraint is immaterial in testing 
for the directness or indirectness of the restraint, then the court 
might very well hold that the interference with manufacturing 
operations at the Apex plant constituted a direct restraint of inter- 
state commerce sufficient to bring it under the provisions of the 
anti-trust laws. 

If the amount of the restraint is not held to be determining in 
this case, and if the position of the company is upheld that the 
stoppage or obstruction of the operations of an interstate business 
is in itself a direct restraint of interstate commerce, there is still 
the question of intent to be disposed of in establishing the liability 
of the union under the Sherman Act. The union insists that it is 
necessary not only to prove that they obstructed and stopped the 
free flow of interstate commerce, but also to prove that they con- 
spired with intent to do so. And this contention of the union is 
seemingly well substantiated in the earlier court decisions on the 
Sherman Act cited above.** Thus in the second Coronado case, 


35 See footnote 28. 
36 See Duplex Printing Co. vs. Deering; Coronado Coal Co. vs. United Mine Workers; 
Bedford Cut Stone Co. vs. Stonecutters Association, footnotes 16, 17, 19. 
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the court ruled that while the mere reduction in the supply of an 
article to be shipped in interstate commerce by the illegal preven- 
tion of its manufacture or production is ordinarily an indirect and 
remote obstruction to that commerce, nevertheless when the ‘‘in- 
tent of those unlawfully preventing the manufacture or production 
is shown to be to restrain or control the supply entering and 
moving in interstate commerce, . . .tlieir action is a direct viola- 
tion of the anti-trust act.’"*’ It is the position of the company, 
however, that no intent to restrain interstate commerce need be 
proved, and in support of this contention the decisions of the 
Supreme Court in the National Labor Relations Act cases are cited. 

It is admitted that intent is the very essence of a conspiracy. 
It should furthermore be recalled that one of the corollaries of the 
conspiracy doctrine holds that even though the object of a given 
activity be lawful, if unlawful means are employed, all the activi- 
ties then become parts of an illegal conspiracy. In this case it is 
conceded that the ultimate object of the union was to secure a 
closed shop contract with the Apex Company. But when unlaw- 
ful means were employed in attempting to gain this objective—the 
sit-down strike—it is contended that this made the union guilty 
of an unlawful conspiracy. Whether or not intent is necessarily a 
fact to be inferred from the acts of the parties may be debatable, 
but the language of Chief Justice Hughes in the Jones and Laughlin 
case would seem to indicate that intent may be inferred from the 
acts of the parties concerned when he said, ‘‘And the existence of 
that intent may be a necessary inference from proof of the direct 
and substantial effect produced by the employees’ conduct.’’** 
If this interpretation of intent is accepted, then the only proof re- 
quired to establish liability under the Sherman Acct is to establish 
that there has been a direct and substantial restraint of interstate 
commerce, and intent to restrain that commerce is necessarily in- 
ferred. Judge Kirkpatrick stated this proposition in his charge to 
the jury in the Apex case as follows: ‘‘If you find that the de- 
fendants did certain things in violation of that law (Sherman Act), 
then you are required to find that they did intend to restrain inter- 
state commerce.’'*® 

37 268 U. S. 295 p. 310. 


38 301 U. S. 1. 
89 Cf. National Labor Relations Reporter, Washington, D. C., April 10, 1939, p. 6. 











206 E. B. McNATT 


But even if in spite of the rather formidable legal hurdles to be 
surmounted, the facts in this case are held to be sufficient to es- 
tablish the liability of this trade union for damages under the 
Sherman Act, do not the Clayton Act provisions make necessary a 
distinction between sit-down strikes, or strikes in which violence 
or other unlawful acts are authorized by union officials, and peace- 
ful strikes? In other words, even if the Supreme Court were to 
hold that the Apex Company was engaged in interstate commerce; 
that there was a direct and substantial restraint of that commerce 
by means of a sit-down strike; that intent to restrain may be in- 
ferred from the fact of direct restraint; and that this trade union 
was therefore guilty of violating the Sherman Act and was liable 
for the resulting damage to the company’s plant and business,— 
even if all these things are established in this case, would this 
mean that all local strikes that affected interstate commerce would 
be violating the Sherman Act, or only those that employed unlaw- 
ful methods such as violence or the sit-down technique? 

It will be remembered that the Clayton Act contains a provision 
that the anti-trust laws are not applicable to trade unions when 
‘lawfully carrying out the legitimate objects thereof.’’ There is 
no longer any question that the sit-down strike is illegal.4° Hence 
if it was the unlawful method of carrying out a legitimate object 
that establishes the liability of this union under the anti-trust 
laws, then the menace of the civil suit for damages under the Sher- 
man Act may not be as serious as it would at first appear. 

And finally, in weighing the issues involved in this case, there 
is the question of the application of the “‘rule of reason’’ in testing 
labor’s liability under the anti-trust laws. It was early recognized 
by the Supreme Court that a literal application of the Sherman Act 
to business corporations was both undesirable and impossible. 
Thus as early as 1898 the Supreme Court began to distinguish be- 
tween ‘“‘reasonable’’ restraint and ‘‘unreasonable’’ restraint for 
business corporations.*! The ‘“‘rule of reason’’ became the ac- 

40 National Labor Relations Board vs. Fansteel Metallurgical Corp., (decided Feb. 27, 
1939), 59 Sup. Ct. Reporter, p. 490. Although the court did not rule specitically on the 
legality of the sit-down strike in this case, the court assumed the illegality of the sit-down 
strike in holding that the Labor Board did not have authority to order reinstatement of sit- 
down strikers. The court said, ‘‘Nor is it questioned that the seizure and retention of re- 
spondents’ property were unlawful. It was a high-handed proceeding without shadow of 
legal right."’ And further, the court stated, ‘‘Here the strike was illegal in its inception and 


prosecution.” 
41 Hopkins vs. U. S., 171 U. S. 578; Anderson vs. U. S., 171 U. S., 604 (1898). 
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cepted standard for determining whether a business combination 
violated the Sherman Act after the court clearly applied this prin- 
ciple in deciding the Standard Oil and American Tobacco cases 
in 1911.47 But the courts have been very reluctant to apply the 
rule of reason to labor combinations in testing their liability under 
the Sherman Act. Instead, as the labor cases cited above indicate, 
the courts have tested labor’s liability on the basis of whether or 
not there was direct and substantial restraint, and whether or not 
there existed an intent to restrain. In only one important labor 
case has the court applied the rule of reason in judging whether a 
substantial restraint is necessarily harmful, and therefore unreason- 
able.** 

In judging labor’s liability under the anti-trust laws primarily 
upon the basis of intent and the amount of restraint, rather than 
upon whether the restraint was unreasonable in its effect upon 
social welfare, the courts have not been very consistent. If intent 
is not a controlling factor in judging business combinations, it 
should not be controlling in judging labor combinations. If 
only those business combinations are illegal under the Sherman 
Act which unreasonably restrain interstate commerce and hence 
are socially harmful, then only those labor combinations and ac- 
tivities which unreasonably restrain trade and are socially detri- 
mental should be held illegal. This use of the rule of reason 
would require that courts study the social consequences of labor’s 
actions in arriving at their decisions. If collective bargaining is 
accepted as socially desirable, then ordinary peaceful activities of 
labor unions designed to promote it should not be condemned as 
unreasonable restraint of trade. This in turn would imply that 
the ordinary strike, peaceful picketing, and even the boycott 
would all involve only a reasonable restraint of trade, and this 
interpretation of the rule of reason would in no way sanction vio- 
lence, the sit-down strike, or any other recognized unlawful ac- 
tivity by union officials or members. 

If the rule of reason as interpreted above were applied to the facts 
in the Apex case, what conclusions would be warranted? It 
would be difficult indeed to see how the application of the rule of 
reason to this case could establish the liability of the union for 

42 Standard Oil Co. vs. U. S., 221 U. S. 1 (agt1); U. S. vs. American Tobacco Co., 221 


U. S. 106 (agrz). 
43 National Association of Window Glass Manufacturers vs. U. S., 263 U. S. 403 (1923). 
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damages under the anti-trust laws were it not for the fact that the 
union used an illegal device—the sit-down strike. But even then 
the court might very well refuse to hold the union liable under the 
anti-trust laws and insist that employers seek a remedy for in- 
juries suffered by illegal acts of union members under the laws of 
the state in which the illegal acts were committed. 

The decision of the higher courts upon this case will be awaited 
with much interest. The tremendous importance of this case and 
the far-reaching implications of it are indicated by the fact that 
two days after the Federal District Court awarded the $711,932 to 
the Apex Company in Philadelphia, three New England trucking 
companies filed an anti-trust action against the International 
Brotherhood of Teamsters, asking for $990,000 damages resulting 
from a strike.** And a few weeks later, on May 22, the Republic 
Steel Corporation filed a similar suit against the C. I. O. and some 
7oo individuals asking for $7,500,000 triple damages under the 
Sherman Act for injuries suffered as a result of the Little Steel 
strikes of 1937.* 


44 N. Y. Times, May 28, 1939, Pp. 7. 
45 [bid., p. 7. 
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DIFFERENTIAL ELEMENTS IN NORTH CAROLINA 
BANKING 
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I 


Proponents of the American banking system with its great num- 
ber of unit banks have long urged as one of its major advantages 
its sensitivity to local credit needs and adaptability to the require- 
ments of local enterprise. It has been insistently defended as being 
peculiarly attuned to the community demand and thereby has made 
for a greater degree of local and regional economic development 
than might otherwise have been obtained through a more highly 
centralized banking organization. Fortified with an intimate 
knowledge of the personal habits and characteristics of local cus- 
tomers and a more detailed knowledge of their technical and 
physical resources, the local banker, so say the proponents of the 
system, is in a superior position to meet the credit needs of his 
community and thereby contribute to a diffusion of enterprise 
which nets a larger social dividend for the country as a whole. 

Supporting data for these contentions have, unfortunately, 
been scant, and emotional allegiance has been more fully exploited 
in its defense than have the statistical materials which, with all 
their limitations with respect to these issues, provide inferential 
evidence. While the present article is not concerned primarily 
with either a defense or a rebuttal of these contentions, the data 
submitted do throw some light on them, and more fundamentally, 
they indicate the substantial differences in banking policies and 
practices which exist within a reasonably limited geographical 
area. 

The number and distribution of banks in North Carolina, classi- 
fied on the basis of deposits, as of December 31, 1938, are presented 
in Table I.! It will be observed that the 11 largest banks hold 

1 The writer is indebted to the Bank Research Committee of the North Carolina Bankers 
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56.9 per cent of the total bank assets of the state though they 
represent but 5.5 per cent of the total number of banks, while 93 
banks with deposits of less than $500,000 have combined assets 
which total but 6.6 per cent of state banking resources. 
State-wide branch banking for non-member banks has been a 
long-standing privilege in North Carolina, and with the changes 
in the federal law in 1933 is now open also to member banks. As 
a result, branch and unit banking co-exist in the state as a whole 
as well as in a number of its towns and cities. In recent years the 
movement towards branch banking has gained momentum and 


TABLE I 


Numser AND Distr1suTION OF Banxs IN NortH CAROLINA IN 1938 





BANKS WITH DEPOSITS OF: NUMBER CF | PERCENTAGE OF 

















| BANKS TOTAL ASSETS 
Less than $150,000.............. athe seed 14 0.5 
BEGG OUG 00 FESO/O0O. .. wee ee ese | 29 a 
$250,000 to $500,000.........-...- 50 4.6 
$500,000 to $750,000.......... | 19 2.9 
$750,000 to $1,000,000.......... s wighh in ’k 2c eae eto 13 2.8 
$1,000,000 to $2,000,000. . | 36 12.3 
$2,000,000 to $5,000,000 ; 26 18.5 
More than $5,000,000. . . | II 56.9 

| 198 100.0 





reflects itself in a reduction of the number of banks from 215 in- 
stitutions in 1934 to the present figure of 198.2 Absorptions ac- 
count for this decrease as the state has not experienced a bank fail- 
ure since the banking holiday in 1933. 

A few of the large branch banking institutions cover a substan- 
tial portion of the state, while others are more localized in their 
operation and serve particular sections of the state. It should 
also be observed that there are unit banks with large resources; 
in fact, the second largest bank in the state is of this type. It is 
inaccurate therefore to regard the large banks as typically branch 








Association, with which he has been in active cooperation, for permission to use the basic 
data compiled for them by the State Banking Department of North Carolina and the Fed- 
eral Reserve Bank of Richmond. 

2 Trends in North Carolina Banking, 1927-1937, p. 18. 
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banking institutions, but it is true that the small and medium 
sized banks represented in the data are generally unit banks. 
While sectional resource patterns vary and hence industrial diver- 
sities exist within the state, the farflung branches of some of the 
larger branch banking institutions enhance the degree of economic 
homogeneity in the several classes and operate to reduce the area 
of differentials to a very rough approximation of managerial poli- 
cies. 

Since individual banking policies and practices must be predi- 
cated upon the particular composition of deposits and the character 
of the stockholders’ equity, it is essential first to examine the group 
differences in these items before analyzing the asset composition. 
As Table II reveals, there are pronounced variations among the 
banks in the relative proportions of stockholders’ equity, the 
smallest institutions having an equity item of 26.1 per cent of total 
liabilities in 1938, as contrasted with a ratio of 8.1 per cent for the 
largest banks. As the size of the bank increases, with but few 
exceptions, the relative amount of the stockholders’ equity de- 
clines. Reciprocally, the ratio of deposits to total liabilities for 
the smallest banks in 1938 was only 72.8 per cent as contrasted 
with 91.3 per cent for the largest institutions, the ratio increasing 
with the size of the bank in the other groups, save for a few ex- 
ceptions. 

In short, large banks have a much narrower margin of equity, 
which places them under the necessity of maintaining a sounder 
and more liquid position with respect to their assets. But since 
overhead costs in the banking business are substantial, a bank 
must have a large volume of deposits relative to capital in order to 
be profitably conducted and, as will be indicated later, the small 
banks with their relatively low volume of deposits encounter 
somewhat greater difficulty in making money than those institu- 
tions which ‘‘trade on the equity’’ to a greater degree. Between 
the nether millstone of low gross earnings when the equity ratio 
is high and deposits low and the upper millstone of the threat of 
an impairment of capital with a limited decline in the value of 
earning assets in those instances where the equity is thin and 
deposits large, the banker must operate his institution so as to 
maximize net income without sacrificing soundness. With the 
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equity item varying relatively among these North Carolina banks 
as much as 200 per cent, it is obvious that the area of variation in 
asset policies is quite substantial. 

Moreover, there are marked differences in the character of the 
deposits. The largest banks have 33.5 per cent of their total 
liabilities in the form of ‘‘Due to banks,’ 13 per cent in govern- 
ment deposits and only 44.8 per cent in individual deposits, as 
contrasted with 1, 2.7, and 69.1 per cent respectively, for the 
smallest institutions. Since ‘‘Due to banks’’ have both a 
greater velocity and perhaps also a greater degree of irregularity 
in withdrawals than is true of individual deposits, the problem of 
marketability and soundness of the assets of the largest institutions 
is a more acute one.* Likewise, government deposits are rela- 
tively large per depositor and withdrawals in all probability more 
irregular than are individual deposits, which tend to be more 
nearly compensatory in their lodgment and withdrawal. It 
should also be observed that the smallest banks had time accounts 
amounting to 29.2 per cent of their total liabilities in 1938 as con- 
trasted with a ratio of 15.1 per cent for the largest banks. 

Susceptibility to withdrawals of a larger portion of the total 
deposits of the large institutions is thus considerably greater than 
for the small banks. In a severe liquidation stage featured by a 
substantial hoarding movement such as the country experienced 
in 1932-1933, savings deposits failed to display in many instances 
the resistance to withdrawal which on a priori grounds might be 
expected; and in individual situations the demand depositors 
whose confidence in the institutions was more adequately forti- 
fied by a greater familiarity with the policies of the banks and 
superior knowledge of the trends of business often exhibited a 
calmer attitude under stress and a less pronounced tendency to- 
wards panicky withdrawals. Despite these considerations, it 
may still be contended that under more normal conditions, 
a high ratio of demand deposits offers the probability of greater 
volatility as well as higher average velocity than is expected of 
time and savings accounts. 


3R. G. Rodkey, Legal Reserves in American Banking, Michigan Business Studies, Vol. VI, 
No. 5, p. 449; Member Bank Reserves, Report of Committee of the Federal Reserve System, 
1931. 

















DIFFERENTIAL ELEMENTS IN NORTH CAROLINA BANKING 213 


In summary, a bank with a thin equity, a high demand deposit 
ratio, a large relative volume of bankers’ and government deposits, 
and a low relative amount of individual deposits faces a substan- 
tially different asset problem from a small institution with a high 
equity ratio, a large relative volume of time deposits, and a 
negligible amount of bank and government deposits. Since the 
primary obligation of a bank is always to its depositors, considera- 
tion of deposits composition is the first canon of banking practice. 
A glance at Table II will show that with but few exceptions the 
wide gap between the deposit composition of the smallest and 
largest institutions in North Carolina is progressively narrowed 
with the increasing size of the banks. Local variations in the 
relative amounts and in the composition of the deposits reflect 
the underlying community differences by which the banks are of 
necessity limited. 


II 


It might be expected, in view of the above considerations, that 
the small institutions would have a smaller relative amount of 
primary reserves to meet their less volatile and lower velocity 
deposits than the large banks. In fact, just the reverse is true, the 
smallest banks having cash in vault and cash balances with other 
banks which amounted in 1938 to 36 per cent of their total assets, 
as contrasted with a ratio of 33.9 per cent for the largest institu- 
tions. Seasonal variations in cash requirements may be somewhat 
greater for the small institutions, but allowing for this possible 
modifying influence the explanation of the enigma is rather to be 
found in differences in the secondary reserves of the several institu- 
tions. As indicative of this, the largest banks had federal obliga- 
tions in 1938 amounting to 24.3 per cent of total assets as con- 
trasted with 7 per cent for the smallest banks, while the total 
investment account of the largest banks amounted to 36.2 per cent 
of total assets as compared with only 18.9 per cent for the smailest 
institutions. State and municipal issues are 11.2 per cent for the 
latter as compared with 8.9 per cent for the largest banks, while 
the ratios for other bonds are respectively .4 per cent and 2.6 per 
cent. It is therefore patent that the investments of the largest 
institutions are of larger proportion and of superior relative merit, 
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since federal obligations have greater marketability and stability 
of value and possess a higher factor of safety than either state 
or municipal issues. The collateral value of federal issues is also 
much superior to the other portions of the investment account. 
By the same token, the yield is also much lower. There is also 
persuasive evidence of superior diversification in the bond ac- 
counts of the largest banks. 

Thus, the largest banks have lower primary reserves, but are 
amply fortified with low yielding secondary reserves and a much 
greater total bond account than is held by the smallest institutions, 
which invest a greater portion of a relatively small bond account 
in higher yielding local municipal obligations. The large equity 
ratio for these banks seems to put pressure on them to reduce 
their secondary reserves in order to obtain higher gross earnings. 
Whether it would be better for them to modify current policies by 
investing a somewhat larger portion of their primary reserves in 
short term federal obligations and other appropriate paper and 
thereby obtain some income from these funds, is a debatable issue. 
Apparently, such a procedure would seem warranted, but since 
most of these banks are exchange-charging institutions and since 
a considerable portion of these charges are absorbed by their cor- 
respondent banks and are not charged back to the customers of the 
drawee institutions, the substantial amount carried in correspond- 
ent balances may be the necessary quid pro quo for the exchange 
charge absorption. Confirmatory evidence for this conjecture is 
obtained from the income accounts in Table III, which show that 
the smallest institutions obtained 21.7 per cent of their total earn- 
ings in 1938 from exchange, service and collectiou charges, as 
contrasted with a ratio of 11.7 per cent for the largest banks. 

Further data, not now available, are necessary fully to substan- 
tiate this point, but the logic of maximum profits for the smaller 
individual institution seems to adhere in the primary reserve and 
bond account policies which, upon their face, would appear to be 
somewhat enigmatic. The smallest banks, operating with much 
more limited sources of deposits by virtue of the size and wealth 

‘This assumption is predicated upon the distribution as between state and municipal 


issues for state banks in North Carolina in 1937. See Reports of Condition of State Banks, 1937, 
North Carolina, p. 58. 
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of the communities served, are thus led to restrict to the minimum 
low yield secondary reserves, while the larger banks, with more 
abundant deposits from more varied and richer sources, have a 
much more ample secondary reserve position to fortify their more 
volatile deposits. 

Substantial variations also characterize the loan portfolio of the 
several groups. It will be necessary here to refer to the 1937 data 
rather than the ratios of 1938, owing to the fact that an unfortu- 
nate wording in the call reports of 1938 vitiated the loan returns of 
that year.’ Real estate loans for the smallest banks in 1937 
amounted to 12.2 per cent of total assets as compared with only 
3.6 per cent for the banks with deposits of over $5,000,000, while 
the respective ratios for loans secured by stocks and bonds were 
2.2 and 8.7 percent. Other loans than those secured by real estate 
mortgages or securities amounted to 31.8 per cent of total assets 
of the smallest banks as compared with a ratio of 16.2 per cent for 
the largest institutions, a relative spread of 49 per cent. 

Relatively, the very small banks have over three times as much 
invested in local real estate loans and less than one-third as much 
committed to security loans as do the large banks. This distribu- 
tion of loans reflects the economic patterns of the communities 
served. The smallest banks are typically situated in rural or semi- 
rural areas, where the volume of stocks and bonds held by their 
customers is relatively low and where real estate constitutes the 
main type of collateral asset. A proper servicing of the com- 
munity in the first instance thus seems to require a very heavy 
commitment in real estate loans, which have long been considered 
a less desirable type of bank asset. Too frequently in the past 
there has been a fatal conflict between the natural desire of the 
bankers to serve these local interests and the canons of sound 
banking with bank failures as the ensuing result. Perhaps no- 
where else in the balance sheet do the peculiar credit requirements 
of the communities served show more fully than in the percentage 
composition of loans, though occasionally in banks located in 
suburban residential areas the paucity of loans and the large bond 

5 The phrase “Loans for the purpose of carrying securities, etc.’ was much more natrowly 


interpreted by reporting banks than supervisory authorities intended. Banks with deposits 
of $150,000-$250,000 reported no loans of this category. 
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account are more definitely differentiating. A similar asset com- 
position also obtains in a few cities of North Carolina, where the 
manufacturing enterprises are of such great size as not to resort 
extensively to local banks, and where also the mercantile business 
is generally characterized by a very large number of chain and 
specialty stores which use local credits sparingly, if at all.*® 

The cross classification of loans to officers and to others reveals 
the fact that 4.2 per cent of the total assets of the smallest banks are 
in the form of loans to officers, directors and employees of the bank, 
as compared with a ratio of .7 per cent for the largest banks. Ap- 
parently, persons connected with these smaller banks compose a 
much larger percentage of the bankable risks of the community 
than those in the larger cities. Similarly, fixed assets represented 
by banking house and other real estate comprised 4.9 per cent of 
total assets for the first group and only 2.4 per cent for the largest 
banks. 

Measured by an absolute standard, the total asset composition 
of the largest banks would unquestionably show superior sound- 
ness and higher liquidity than the assets of the small banks, but in 
bank administration it is imperative always to consider the in- 
dividual situation as nearly as it may be approximated. The 
thin margin of equity, the high deposit ratio and the nature and 
composition of the deposits impose on these large institutions the 
necessity for superior liquidity and soundness, while the larger 
margin of equity, the low deposits ratio, and the character of the 
deposits would seem to justify the less liquid asset position of the 
smallest banks. Whether the quality of these respective assets, 
as determined by an internal audit, would reflect similar differences 
is of course not revealed by mere quantitative devices such as those 
currently employed, but that fact in no way limits the usefulness 
of the rough approximations which present facilities afford. In 
any event, the economic patterns of the communities served place 
their symbols in bold letters alike on the composition of the de- 
posits and the assets. 


® A large bank in one of these cities has, for example, a bond portfolio which is approx- 
imately two and a half times its loans and discounts. 
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iii 


Earnings and expenses, as percentages of total earnings, of these 
banks are shown in Table II]. The earnings of a particular group 
of banks naturally reflect the character and composition of its 
earnings assets. Thus, interest income from securities provided 
only 13.3 per cent of total earnings of the smallest banks as con- 
trasted with 29.7 per cent for the largest banks, while the ratios 
for interest income from loans were 54.6 per cent and 33 per cent, 
respectively. Exchange, service, and collection charges produced 
21.7 per cent of the income of the first group and 11.7 per cent of 
the last group, but other income was 3.6 and 9.1 per cent, respec- 
tively. The large banks with their trust departments, more elab- 
orate safe deposit facilities and other services obtain a much greater 
relative income from these sources. None of the other sources of 
earnings exhibit striking differences except perhaps profits from the 
sale of securities which, with patent logic, brought in 8.7 per cent 
of the earnings of the largest banks in 1938 as compared with 
2.3 per cent for the smallest banks. 

While these variations need little further elaboration, the data 
in Table IV throw additional light on them. The small banks ob- 
tained an approximate yield in 1938 of 4 per cent from their secur- 
ities account, while the largest banks secured only 2.7 per cent. 
Loans for the first group produced a yield of 7.5 per cent, as com- 
pared with 3.9 per cent for the last group.’ The relative income 
advantage which a small bank has with respect to loans is shown 
by the very great differential in yields reflecting the fact that many 
customers of small banks, due to the small average size and perhaps 
the highly personal character of the loan, do not possess sufficient 
alternative credit contacts to force the local interest rate down to 
prevailing market levels. Of course the servicing of a small loan 
is generally quite as expensive as that of a large credit extension, 
with the result that part of the difference in interest rates is as- 
cribable to this fact. Large banks, on the other hand, are under 
the necessity of meeting the competition of other banks in the area, 


7 These approximate yields were derived by taking the annual income from the particular 
type of asset as a percentage of that asset at the end of the year. 
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and for some of their paper competition alike from metropolitan 
banks in other states. Whether their management has been 
somewhat more alert to interest trends and has adjusted rates 
downward more quickly to market levels in the effort to hold and 
attract the limited number of commercial borrowers cannot be 
determined, but the data suggest the implication. 

In the bond account, however, the spread in yields, though 
substantial, is much narrower than the loan yields, due to the fact 
that bonds must be bought in the open market at prevailing prices 
which reflect more precisely the general levels of long-term interest 
rates. In such purchases the small bank meets the full competi- 
tion of all other buyers. Pressed for a high level of gross earnings, 
the small banker eschews as far as is consistent with what he re- 
gards as sound policy, those securities whose current yields ap- 
proach zero levels. Perhaps the low relative volume of the total 
bond account of these banks is due to a considerable extent to these 
considerations plus the fact that such bankers generally are not as 
well versed in bond appraisal and do not have the requisite statis- 
tical facilities for a more elaborated investment policy. Thus, 
the pressure for adequate earnings by institutions with a high 
equity and a low deposit ratio on the type of bonds held is patent, 
as are also the advantages in large-scale operations in securities. 

Variations of note also obtain in expense items. Interest paid 
depositors by the smallest banks, with their greater relative vol- 
ume of time accounts, amounted in 1938 to 11.4 per cent of total 
earnings as compared with 8.4 per cent for the largest banks. 
Officers’ and employees’ salaries and directoral fees comprised 
26.6 per cent of the earnings of the first group and 24.4 per cent of 
the last group, while taxes absorbed 8.3 and 3.8 per cent, respec- 
tively. Other operating expenses showed a closer similarity with 
the ratios of 19.8 and 20.4 per cent, the largest banks having 
slightly greater expenses of this type accompanied by a substan- 
tially larger amount of corresponding ‘‘other income.’’ Lower 
interest payments to depositors and somewhat lower personnel 
costs inure to the advantage of the largest banks, but total charge- 
offs for loans, investments and real estate are currently higher for 
these institutions, leaving the net income available for dividends 
in 1938 at a figure of 24.3 per cent of total earnings for the smallest 
banks and 23.9 per cent for the largest. Of this residual per- 
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centage, however, preferred stock dividends absorbed a much 
larger portion in the small banks with less available for common 
dividends. In 1938 the smallest banks paid to common stock- 
holders 5.1 per cent of their total earnings, while the largest in- 
stitutions paid 7.9 per cent, with 16.7 and 15.1 per cent, respec- 
tively, plowed back to support the margin of stockholders’ equity 
and more than compensate for the substantial preferred stock re- 
tirements in that year. 

Common stock dividends were quite modest and bid fair to re- 
main so. In 1938 they amounted to but 2.3 per cent on the par 
value of common for the smallest banks and 9.5 per cent for the 
largest banks. A more appropriate ratio, however, is to the book 
value of the shares, which was 1.4 per cent for the first group and 
4 per cent for the last group. Despite an approximate yield of 
7-5 per cent from loans and 4 per cent from investments, the small- 
est banks were able to net in common dividends only 1.4 per cent 
on the book value of their shares, though a substantial, but not 
excessive, amount of earnings was reinvested. The largest in- 
stitutions, however, were able to pay 4 per cent on the book value 
of common in the face of a return from their bond account of 2.7 
per cent and a yield from loans of 3.9 per cent, and at the same 
time reinvest 15.1 per cent of total earnings. Thus, the high 
equity and low deposit ratios of the small banks operate severely 
to restrict returns on invested capital, while the low equity and 
the high deposits ratios make possible for the largest banks a sub- 
stantially greater return for the common stockholders and at the 
same time afford a much lower interest cost to the bank customer. 
The gaps between these two groups are progressively narrowed 
with increasing size groups, though there are exceptions to the 
trend. These earnings data suggest some of the fundamental 
limitations under which small banks of necessity operate, and at 
the same time indicate the advantages which accrue to the large 
bank and its customers. The time span here covered is of course 
entirely inadequate for a definitive statement as to the minimum 
size commensurate with adequate profits, but present results are 
confirmed by other studies.* Larger scale banking than now 


8 See for example, Trends in North Carolina Banking, 1927-1937, Chap. 8; Willis and Chap- 
man, The Banking Situation, Chap. 9. 
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exists in many areas would seem to be demanded by the canons of 
profitability and safety alike. 


IV 


In summary, these data suggest the substantial variations which 
exist among banks serving a similar and reasonably restricted 
area. On the liability side of the balance sheet the marked dif- 
ferences among the groups in the proportions of the stockholders’ 
equity, the relative proportions of deposits, and their character 
and composition impose on the several banks asset policies con- 
sistent with these differentials. The analysis of primary and 
secondary reserves, the structure of the bond portfolio and the com- 
position of the loans and discounts indicate the varying degrees of 
adjustment by these banks to meet these differences and thus con- 
form their policies to the patterns of the communities served. 

Limited in all cases by the practical necessity of serving their 
respective business communities, the percentual composition of the 
loan portfolio throws some light on the local credit requirements, 
while the investment account, representing a somewhat greater 
degree of managerial discretion, reflects the efforts of the banks to 
complement their loan portfolio appropriately. What is perhaps 
most striking is the fact that the asset patterns exhibit from group 
to group a fairly broad area of difference. Each group of banks has 
a distinctive asset composition, the analysis of which limitations 
of space and time preclude, but as one moves from group to group 
on the scale of ascending size there is an impressive degree of in- 
ternal logic woven into the gradually changing pattern. Whether 
these bankers have provided the right answers to their several 
banking problems only time and stress can prove, but there is 
undeniable evidence of substantial differences in the credit require- 
ments of the several communities and also a considerable degree of 
harmonious adjustment to those needs after due allowance is made 
for the effects of averages in composite data. 

Likewise, the percentual distribution of earnings reflect the poli- 
cies of the several groups in their selection of earning assets, while 
the expense ratios exhibit percentual variations incurred by the 
types of services rendered. The data thus support the view that 
inherent in the general banking situation there is a multitude of 
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problems centered in the sound administration of the thousands 
of individual banking institutions which characterize the loosely 
organized banking structure of the country. Hence, common 
action, either legal or informal, in the improvement of American 
banking must proceed, if it is to be effective, upon a realistic 
knowledge of the diversity as well as of the unity resident in our 
banking mechanism, if for no other reason than that the mentality 
and modes of behavior of those who perform the banking function 
require it.° 

® Specifically, it seems to the writer that the currently active advocates of various 100 


per cent reserve proposals have not, among other things, duly weighed the significance of 
the diverse elements in American banking. 
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The Natural History of Population. By Raymond Pearl. New 
York: Oxford University Press, 1939. Pp. xii, 416. $3.50. 
With depopulation looming in many countries, social scientists 

of today are more interested in the determinants of fertility than 
they were a century ago when the Malthusian spectre hung over a 
considerable part of the world. So recently as a decade ago the 
available information on the incidence of abortion and contra- 
ception was quite limited. In the present study, chosen upon pub- 
lication by the Scientific Book Club, Professor Pearl, one of the 
world’s foremost demographers, presents a wealth of material on 
the biological, social, economic, and psychological elements un- 
derlying contraceptive efforts and differential fertility. The book, 
while based essentially upon original and novel material (includ- 
ing detailed individual reproductive life histories of some 30,000 
urban-dwelling American women), embodies in succinct form the 
related findings of other scholars. Two chapters deal with the 
various biological aspects of reproduction and fertility; one with 
human in contrast to animal reproductive patterns; two, with the 
extent of contraceptive efforts in the American population and 
their effects upon natural fertility; and one with past, present, 
and future world population trends. In addition to the many 
tables in the text a wealth of original tabular and related materials 
appears in appendices. A good index and a bibliography of about 
zoo titles are included. Needless to say no social scientist or 
socially-minded layman can afford to pass up this interesting and 
provocative book. 

I shall pass over most of Professor Pearl's interesting findings 
and draw attention to his conclusions with respect to differential 
fertility and to the cause of the world-wide decline in fertility. 

Much of the statistical materials pertains, as has been said, to 
class differences in contraceptive practice and fertility. Asso- 
ciated with advancing economic status he finds increasing age at 
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Matriage, increasing prevalence of contraceptive efforts, and in- 
creasing effectiveness of contraceptive efforts actually made. 
With some qualification one finds the same conditions associated 
with advancing formal education; the differences between high 
school and college women are not very marked, however, with 
respect to contraceptive effort. Recourse to abortion and con- 
traceptives is greater among Jews than among Protestants, and 
greater among the latter than among Catholics. The main con- 
clusion that emerges from Professor Pearl’s analysis along these 
lines is ‘*. . .that there would apparently be little or no significant 
differential fertility as between economic, educational, or religious 
classes of urban American married couples. . .were it not for the 
effect of contraceptive efforts and the practice of criminal abortion, 
together with correlated habits as to the postponement of mar- 
riage.” 

Differences between Negroes and whites are explainable in sim- 
ilar terms. Differences between nations are likewise explainable 
in large measure, Professor Pearl's data suggest. 

While it is possible to explain fertility differences in the above 
terms, it is not possible thereby to explain the world-wide decline 
in fertility. I can do no better than let Professor Pearl speak: 


The steady decline of total fertility that is now going on and has been 
in the recent past, both in the population as a whole and in differentiated 
classes within it, cannot be justly regarded as due solely, or possibly even 
primarily, to the operation of the forces enumerated. . . . Other and more 
obscure factors are involved about which literally almost nothing of a 
precise and definite character is now known. . . . The decline of fertility 

.. seems rather tc be a world-embracing phenomenon—something 
affecting man as a species. . . . This decline in human reproduction . . . 
has occurred and is now occurring among peoples where effective birth 
control is but very little practiced, if at all. Rather, what is going on 
appears to be a much more complex biological adjustment. . . . The posi- 
tion of man as a species presents today an extraordinary similarity to that 
displayed by many others in the paleontological record just prior to their 
disappearance from the cosmic scheme of things. 


Duke University Josepn J. SPENGLER 
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Contemporary Monetary Theory. By Raymond J. Saulnier. New 
York: Columbia University Press, 1938. Pp. 391. $4.00. 
Saulnier gives a summary and criticism of the monetary and 

business cycle theories of each of four recent writers: R. G. Haw- 
trey, D. H. Robinson, F. A. von Hayek, and J. M. Keynes. His 
book deals primarily with the methods advocated by these writers 
of controlling business cycles through monetary and credit manipu- 
lation. 

According to Saulnier,.Hawtrey thinks that booms and depres- 
sions are the result of monetary disequilibrium that results from 
the creation or the cancellation of money in any period of time and 
by changes in the rate of turnover of money resulting in a differ- 
ence between consumers’ incomes and consumers’ outlay. Equi- 
libium can be maintained by the banks by regulating the supply of 
money in the hands of traders, by changes in the interest rate, and 
by the government by spending in times of depression to prevent a 
decrease in consumers’ incomes. 

D. H. Robinson says that economic progress is jerky because in- 
ventions and technological improvements come at irregular inter- 
vals. The problem, then, is for the banking system to supply the 
necessary money to allow for an expansion of capital when in- 
ventions and improvements demand it. The real difficulty is to 
prevent an unwarranted expansion of credit. Robinson would 
control business by government rationing of capital by changes in 
interest rates, and by open market operations of banks. 

Saulnier thinks the problem of adjusting the money supply to 
meet the changing needs of business due to individual changes 
is too complicated for a central banking authority to deal with 
adequately. 

Von Hayek, according to Saulnier, rejects price stabilization as 
a means of eliminating business cycles and advocates a constant 
supply of effective money. Effective money supply means the 
amount of money times exchange velocity. A business cycle de- 
velops when, by reason of some favorable business outlook, busi- 
ness men begin borrowing from the banks. When this money 
enters circulation, prices and profits rise faster than interest rates; 
so borrowing continues until a shortage of reserves checks the 
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lending power of banks and the banks begin to call in loans, and 
liquidation of inventories begins, prices fall, production is slowed 
down and a depression results. Hayek’s method of preventing the 
depression is to check the expansion before it goes too far. 

Keynes’ theories of wages, prices and interest are set forth by 
Saulnier. As money wages increase, savings increase; and, if 
wages and prices are to be maintained and a crisis avoided, invest- 
ment must increase so that money will continually flow to entre- 
preneurs. Therefore the main problem is to maintain a balance 
between savings and investments. Keynes would take no action 
to influence interest rates as a control device, but would expand the 
supply of cash when interest rates were higher than the marginal 
efficiency cf capital. Incomes would be maintained, if necessary, 
by a program of public works and government spending. 

Saulnier’s final conclusion is that, since the outstanding writers 
on the cause and control of business cycles disagree so radically 
among themselves, none of them has found the true cause or solu- 
tion to the problem. His book is a valuable summary of the 
business cycle theory of four outstanding recent writers on the 
subject. 

Westminster College B. B. Hoxper 


Technical Progress and Unemployment: An Enquiry into the Obstacles 
to Economic Expansion. By Emil Lederer. Geneva: Interna- 
tional Labor Office, 1938. Pp. xi, 267. $1.50. 

This book is an eloquent testimony to the rising significance of 
technological change as a co-determinant factor in economic 
development and of the growing recognition on the part of econo- 
mists of that significance. A comprehensive study of economic 
dynamics in which technological change rather than monetary 
phenomena are focally placed marks a decided departure from 
tradition. A mere glance at the table of contents clearly reveals 
this shift of emphasis from the monetary to the technological. 
A list of chapter headings follows: I: Various Forms of Technical 
Progress, II: The Concept of Technological Unemployment, III: 
Increasing and Diminishing Returns, IV: The Equilibrium of the 
Labor Market, V: Effects of Technical Progress on the Economic 
System in General and on the Labor and Capital Markets in par- 
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ticular, VI: Elasticity of Modern Monetary Systems and its 
Implications, VII: Technical Improvements and the Business Cycle, 
VIII: The Special Case of Capital-saving Technical Improvements. 

Departing from the traditional assumption that resources are 
fully employed, Lederer maintains that widespread unemployment 
of productive resources—land, labor, and capital—must be taken 
for granted and that, therefore, the principle of diminishing re- 
turns no longer normally applies today. 

Underlying this position is the distinction drawn between 
technological innovation and technical progress. The former 
creates new wants and new commodities; the latter yields old 
commodities at lower cost—lower labor and capital cost. In 
Lederer’s opinion, innovation was dominant up to the Great 
War but technical progress since then. While much of the book 
appraises the impact of technical progress on the employment of 
labor, attention is also given to the problem of technical improve- 
ment resulting in capital savings. 

The theoretical arguments are intricate and at numerous points 
illustrated by arithmetical examples. Such examples will help 
some readers blessed with a penchant for mathematics. All 
readers, however, will benefit from the logical and orderly ar- 
rangement which characterizes this significant contribution to 
the literature of economic dynamics. 

University of North Carolina Ericw W. ZIMMERMANN 


Consumer Credit and its Uses. Charles O. Hardy, Editor. New 

York: Prentice-Hall, 1938. Pp. vi, 264. $2.75. 

This book is further evidence of the growing interest in the field 
of consumer credit. It manages to pack into 166 pages of text a 
survey of the agencies dealing in consumer credit, an analysis of 
rates and costs, and some observations on the social and economic 
significance of the development of this type of credit. Conse- 
quently, to one just becoming acquainted with the material on this 
subject, Consumer Credit and Its Uses should prove to be a valuable 
handbook. It was designed also as a possible text in college 
courses concerning consumer credit, or to be used in conjunction 
with other texts in the usual money and banking course. 

In the appendix may be found reports on the small loan problem 
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in selected localities, copies of model laws, and supporting statis- 
tics for the text. There is also a rather complete bibliography. 
On the critical side, it may be said that the book necessarily 
covers some of the material rather sketchily because of its brevity; 
that it fails to escape the danger of a multi-author book in that 
some parts (especially Part One) do not seem to be as well written 
as the rest; and that there are certain minor errors in publication, 
such as quoting the ‘“‘Law Review of Duke University,’’ when 
doubtless the source should be ‘‘Law and Contemporary Problems’’ 
(p. 66). Nevertheless, it continues the progress started by Selig- 
man in The Economics of Installment Selling, Neifeld in The Personal 
Finance Business, Clark in Financing the Consumer, and others; and 
integrates in one volume much of the scattered material on the 
subject, such as that collected by the Russell Sage Foundation. 
Duke University WeELpon WELFLING 


Value and Capital: An Inquiry Into Some Fundamental Principles of 
Economic Theory. By J. R. Hicks. New York: Oxford Uni- 
versity Press, 1939. Pp. xi,331. $4.25. 

While this book is divided formally into four parts there are 
really two main parts, the first one dealing with static economics 
and the second with so-called dynamic economics. An economic 
system of private enterprise is assumed throughout the entire 
analysis, and the author deliberately eschews the subject of in- 
stitutiona) controls. 

That portion dealing with statics is a clever synthesis of the 
contributions of modern mathematical economists to the theory 
of exchange value in static equilibrium. The author shows con- 
siderable skill in welding the works of Walras, Pareto, Wick- 
sell, Slutsky and others into a more or less consistent system. 
Strangely enough, no mention is made of the important works of 
the late Henry Schultz; and another prominent American, Mr. 
Harold Hotelling, receives but scant mention in a footnote. 

A patient effort is made, however, to add lustre to the name of 
Alfred Marshall by reading into his work whatever may be neces- 
sary to make his doctrines consistent with more modern analysis. 
Marshallian doctrines are often shown to be special cases of the 
more general principles which have been developed by other 
writers. 
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For this reason the student who was trained in Marshallian 
analysis should be rather sympathetic toward Mr. Hicks’ method 
of presentation, and should find reorientation comparatively easy, 
in spite of all the jargon of the modern mathematical approach 
such as “‘indifference curves,’ “‘income effects,’’ ‘‘complemen- 
tarity,’’ ‘integrability conditions,’’ and soon. Inthe main text 
the treatment is rigorously quantitative but non-equational. 
Formal proof of some of the more important theorems is given in 
a mathematical appendix. 

The reviewer raises the question of whether the new approach 
is worth all its trouble and pother. The gains of the translation 
from utility functions to indifference curves are more formal than 
substantial. The assumption of a quantitative utility function 
is avoided in some places but other assumptions of an equally 
debatable nature have to be made, which Mr. Hicks practically 
concedes on pages 23-24. 

Mr. Hicks assumes the existence of a total utility function and 
derives the Slutsky formula, 

aX, U:s 

= o"* 
which he calls The Fundamental Equation of Value. X, is the 
quantity of a given good consumed, P, is its price, X, isthe quantity 
of any other good consumed, while u and M represent respectively 
the marginal utility of money and income. U is a determinant 
embracing the marginal utilities of every good and U,, is a co- 
factor of this determinant. The first term on the right is the 
‘‘direct’’ or “‘substitutional’’ effect of a change in the price, P,, 
while the second term gives the “‘indirect’’ or ‘‘income’’ effect. 

Having reached this result Mr. Hicks tries to remove the neces- 
sity for assuming a unique total utility function (U) by showing 
that the same result would obtain for any other utility function, 
¢(v), so long as ad/av>O. But does not this device dodge the 
issue? If it does not dodge the issue of integrability then statistical 
results ought to agree with his theory. If the conclusion of for- 
mula (i) is correct then it can be shown that 

ax dX, aX aX, 
a 
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Schultz investigated the validity of this condition by statistical 
studies and his results were very unfavorable, for he found that, as 
applied to beef, mutton and pork, the right hand side of (ii) was 
from 50 per cent to 250 per cent of the left hand side, instead of 
equal to it. Standard errors were so large as to make it possible 
for (ii) to obtain, but not very probable.! 

The only thing this reviewer likes about the second main divi- 
sion of Value and Capital is the definition of dynamic economics 
given on page 115. This aversion of the reviewer arises largely 
from the very considerable influence of the mew Mr. J. M. Keynes 
Ci.e., the Keynes of the General Theory) upon Mr. Hicks’ dynamic 
efforts, which he, Hicks, confesses in the introduction are ‘‘very 
Keynesian.’” An Alice-in-Wonderland statics is not so damnable 
because nobody takes economic statics very seriously, but a mystical 
and false dynamics clothed in the cloak of prestige and authority 
works incalculable harm because statesmen and the more literate 
voting public are inclined to rely on dynamic theories in practical 
affairs. 

Mr. Hicks’ statement in Econometrica concerning The General 
Theory applies equally well to his own work, for he said ‘“This 
is neither the beginning nor the end of Dynamic Economics.’’? 

University of Florida Montcomery D. ANDERSON 


Financing Government. By Harold M. Groves. New York: 

Henry Holt & Co., 1939. Pp. XVI,777. $3.75. 

This excellent text on public finance was written primarily for 
college students but will be of interest also to scholars and the lay 
public. Dr. Groves presents a well-balanced discussion of the 
traditional topics but it is the clear and authoritative exposition 
of new problems and recent developments which marks the book 
as a notable contribution in its field. 

In the opinion of the author progress in taxation over the next 
few years will be closely identified with perfecting the technique 
and enlarging the scope of the net income tax. We are too gener- 


1 Henry Schultz, ‘‘Interrelations of Demand, Price, and Income’’, Journal of Political 
Economy, Vol. XLIII, p. 476. 

* J. R. Hicks, “Mr. Keynes and the ‘Classics’: A suggested Interpretation’’, Econometrica, 
Vol. V, p. 159. 
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Ous in granting exemptions from this tax. The federal govern- 
ment is illogical in allowing deductions from personal income for 
interest on loans acquired to purchase a home and for taxes paid 
on such property. Deduction for medical expenses, however, 
would be theoretically sound. The personal income tax should 
be simplified by combining the normal and surtax rates into one 
scale and eliminating the earned income credit. Both sides of the 
controversy over public inspection of income tax returns are pre- 
sented and, in the light of his Wisconsin experience, the author 
concludes that the scale is tipped in favor of free inspection. 

Dr. Groves is convinced that present economic conditions call 
for considerable centralization in political administration. Large 
expenditures for public welfare and public health are essential. 
Capacity output and full employment are dependent upon a bold 
investment program by the government. This program should 
emphasize low cost housing and slum clearance because no other 
type of public works offers such great possibilities for human 
good. These expenditures must be financed largely by the federal 
government because it alone has the financial resources to do the 
job adequately and both the causes and the results of poverty are 
national in scope. 

There is little evidence that the need for these outlays is merely 
temporary. Weare guilty, therefore, of a grave error in financing 
such expenditures as though they were part of an emergency 
program. The theory that governments should deliberately plan 
deficits in depression years and balance their budgets over a busi- 
ness cycle instead of annually is plausible and attractive. Busi- 
ness cycles, however, do not repeat themselves regularly and thus 
far their course is not predictable. There is danger in the too free 
use of credit. Our tax program should, therefore, be more vigor- 
ous and we should avoid attaching special privileges to bonds in 
order to make them more salable. 

Southwestern Ratpx C. Hon 


American Public Finance. Revised Edition. By W. J. Schultz. 
New York: Prentiss-Hall, 1938. Pp. xii, 807. $4.00. 
This edition is a definite improvement over the previous one. 
Much of the factual material has been deleted on the assumption 
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that the student has recourse to other studies, such as The Tax 
Systems of the World, designed to offer such matter. As the title 
implies, the author is concerned entirely with the problems and 
practices of American finance, and his work rests on American 
experience and literature. Unfortunately, aside from a brief 
statement on the history of finance, in the introductory chapter, 
he does not draw on the wealth of European literature and experi- 
ence, which undoubtedly have much to offer in the meeting of 
American problems. 

In line with the practice of other contemporary American text 
writers in public finance, the emphasis is largely on fiscal problems 
and practices, to the neglect of fundamental theory. It is sig- 
nificant that in all of the English and American literature on taxa- 
tion that there have not developed any broad concepts or constants 
around which a unified theory of taxation may be organized, com- 
parable to the concepts of equilibrium and equal elasticity in a 
general exchange economy. These concepts which have served 
as basic constants upon which a comprehensive system of economic 
theory has been constructed, apparently have not been extended as 
nuclei for a body of theory in any of the fields of applied economics. 

Although brief reference is made to the ‘‘individualistic’’ and 
““collectivistic’’ doctrines, (p. 16), as defining the scope of govern- 
mental functions the author does not develop a general philosophy 
within the framework of which fiscal policies may be interpreted. 
As is the case in most of the current texts, not only in this field, 
but in all of the other social sciences, there are not the qualities 
which give largeness of view to the works of certain other writers 
as Cohn, Bastable, and H. C. Adams. 

Notwithstanding these criticisms, the text is a good one, and 
will be particularly appreciated by those colleges giving a one 
semester course in public finance. It is informative throughout. 
The style is clear and simple and well within the grasp of the 
average Class of juniors. The appendix, which will be particularly 
valuable, is an innovation in public finance texts. It consists of 
60 pages of graphic material, including budgetary forms, real and 
personal property tax forms, personal and business income tax 
returns, succession tax returns, and a number of other forms. The 
bibliography also is very complete—consisting of 22 pages which 
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present a fairly comprehensive list of selections in the various 
phases of finance. 

University of Mississippi Roscoz ARANT 


Our Natural Resources and Their Conservation. Second Revised Edi- 
tion. Edited by A. E. Parkins and J. R. Whitaker. New 
York: John Wiley & Sons, 1939. Pp. 647. $4.00. 

Man is vandalistic. This well established characteristic of man 
is nowhere more evident than in Our Natural Resources and Their 
Conservation edited by Messrs. Parkins and Whitaker. This book 
by twenty-one well qualified writers is indeed a story of wanton 
destruction, misuse, and neglect of our minerals, water, forests, 
and human beings. The book is coldly descriptive. There is 
much light but little or no heat expressed by the authors. In 
the introduction of the first edition there are statements which 
lead one to expect more than is delivered. For example, the edi- 
tors say “‘the occupation of this continent has been accompanied 
by an unprecedented destruction by our natural landscape.”’ 
Later reference is made to the ‘‘gutting of a continent,’’ but be- 
yond a few scintillating statements of this sort there is no indica- 
tion that the authors are really alarmed or indignant about the 
situation. For the most part, they appear to be somewhat para- 
lyzed by the magnitude of the task, or at least they are unwilling 
to express themselves in a forceful fashion. It may be that the 
task is too great for even twenty-one men to undertake unassisted 
by wrathful gods. At any rate, the material is largely descriptive, 
to no extent analytical, which after all is what is needed in a treat- 
ise of this kind, and certainly it is not over-critical. 

There are twenty-four chapters divided into ten parts, and ap- 
pendix, reference map, agricultural data, and bibliography. 
There is a good index. There is a brief history of the conservation 
movement in America (Part I). Our public domain, its acquisi- 
tion, disposition, and use, is in general the subject discussed in a 
series of eight chapters (Part II). Then follows another group 
of eight chapters covering our forest, water, and mineral re- 
sources (Parts III-V, inclusive). A single chapter is devoted to 
the relationship of our resources to manufacturing. Next follow 
discussions of wild life, fisheries (Part VII), recreational resources 
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(Part VIID), conservation of man (Part IX), and state, local, and 
regional planning (Part X). 

It is unnecessary to discuss each of the ten parts of this book. 
The general methods and spirit of approach are the same through- 
out. The reviewer, who has read the book carefully, feels that 
with the present knowledge of this subject and the changing pub- 
lic attitudes to the question of conservation that a more sophisti- 
cated treatment of the subject would have been advisable. There 
is nowhere in the book a discussion or any intimation of the nature 
of our socio-economic society, and no questions are raised as to 
whether or not the conservation of our resources is at all possible 
in the framework of our present economic society. Certainly, 
the question is not raised as to whether or not schemes now in use 
are at all adapted to control the destruction of our national re- 
sources or are contributing in any way to the numerous problems 
which have arisen in this sphere of human interest. 

It would be unfortunate to close this review without stating 
that the book contains much material that will be of use to the 
student of this subject. This perhaps is inevitable in the com- 
pilation by such outstanding authors who have cooperated with 
the editors in the writing of this book. But the reviewer feels 
that the time has now come when a much more sophisticated 
treatment of the subject is required. A book of this sort cannot 
be written strictly from the physical and biological points of view. 
The subject needs to be treated from the standpoint of our economic 
society, and how it has functioned in the past and is now function- 
ing. This means, of course, that the conservation of our natural 
resources is not simply a physical or biological problem. It is 
essentially an economic and social one. In this respect this book 
falls far short of a desirable treatment of an extremely important 
and difficult set of problems. 

North Carolina State College, G. W. Forster 

University of North Carolina 


When Labor Organizes. By Robert R. R. Brooks. New Haven: 
Yale University Press, 1937. Pp. x, 361. $3.00. 

American Labor. By Herbert Harris. New Haven: Yale Uni- 
versity Press, 1939. Pp. vi, 459. $3.75. 

A careful reading of these two volumes would give even the 
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lay reader a pretty good over-all picture of the American labor 
movement and its more important ramifications. Considering 
the physical limitations of two volumes of medium size, the 
authors (working independently—the two volumes are reviewed 
together partly because of chronic procrastination on the part of 
the reviewer) have successfully covered an amazing amount of 


territory. 


The Harris volume is essentially historical, although theauthor, 
in one place or another, manages to touch upon almost everything 
that currently concerns organized labor. Chapter One(s55 pages) 
traces the labor movement down to 1861; and one would judge from 
the title of the second chapter, ‘‘From the Civil War,’’ (40 pages) 


that the story would be brought down to date. 


fact, it is not. It stops about 1890. 


As a matter of 


From that point the move- 


ment sort of gets out of its banks and spreads over the country- 
side, so to speak. Successive chapters deal with the United Mine 
Workers, the Carpenters, the American Newspaper Guild, the 
International Ladies’ Garment Workers, the railroad unions, the 
Automobile Workers, and the textile unions, with emphasis on 
the Textile Workers Organizing Committee, in the order named. 
In a somewhat lengthy conclusion (80 pages) the author returns 
to the main current of the labor movement which he had tem- 
porarily abandoned, and this time he does bring it down to date. 

In contrast to the historical approach followed by Mr. Harris, 
Professor Brooks’ study is more in the nature of a cross-section 
showing of organized labor in the United States in its modern 


aspects. 


In Chapter One he follows a hypothetical but presum- 


ably typical union organizer as he goes about his business of 
organizing, depicting the situations he runs into, the technic he 


uses to accomplish his purpose, etc. 


Other chapters deal with 


the objectives and methods of organized labor, including their 
‘business’ policies, their political policies, their benefit and wel- 
fare policies, union finances, administration, and leadership. The 
attitudes of employers toward unions and their methods of dealing 
with them are considered in two chapters entitled ‘‘Anti-Union- 


ism’’ and ‘‘Breaking Strikes.”’ 


In the reviewer’s opinion, the excellence of these two volumes 
is outstanding. They are well-written, and refreshingly realistic. 


They are, on the whole, well-balanced, although it may be ques- 
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tioned whether the labor movement down to 1890 can be ade- 
quately dealt with in 95 pages, even when the major emphasis is 
on the present-day situation. While surprisingly free from errors, 
here and there one creeps in. For example, in discussing the 
attitude of the Knights of Labor toward the proposed strike for 
the eight-hour day on May 1, 1886, Professor Brooks declared 
(p. 47) ““The Order decided, somewhat reluctantly, to stake its 
future on one throw of the dice. A call was sounded for a nation- 
wide strike for the eight-hour day to take place on May 1."’ As 
a matter of fact, although a large number of Knights did strike, 
the organization was officially opposed to the strike, and Master 
Workman Powderly issued a secret circular prior to May 1, ad- 
vising against striking. Again, on page 358 Mr. Harris com- 
ments on the agitation of the Protestants of the American Know 
Nothings against ‘‘Romish’’ Catholics during the decades of the 
‘eighties. The only justification for this statement that the 
reviewer can find is that there was a rather strong ‘‘Nativist’’ 
element after the Civil War, plus the fact that the Knights, the 
dominant organization during this period, was strongly Catholic, 
and led by a Catholic; and after the Order had made its peace 
with the Catholic Church by abandoning its policy of secrecy, 
there developed, rightly or wrongly, considerable Protestant 
feeling against it on the grounds that it was too much under the 
influence of the Catholic Church. But the Know Nothings had 
disappeared long before the decade of the ‘eighties. Likewise, 
Mr. Harris is in error when he speaks (p. 263) of the National 
Mediation Board **...as a triparte labor-capital-management 
body ...,’’ the act creating the board explicitly stating that 
“No person in the employment of or who is pecuniarily interested 
in any organization of employees or any carrier shall... be a 
member of the board.”’ 

Such misstatements are, however, few in number and of little 
consequence. Messrs. Brooks and Harris are to be congratulated 
on having written two volumes which can be recommended to 
the lay reader without reservation, and which at the same time 
are valuable contributions to the literature on organized labor 
for the serious student. 

University of North Carolina H. D. Wor 
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The Worker, the Foreman and the Wagner Act. By Russell L. Green- 
man. New York: Harper & Brothers, 1939. Pp. xvi, 137. 
$1.50. 

The mounting interest in the employer's functions in union- 
management relations is evidenced by such books as the one under 
review. This small volume, written by the labor consultant for 
the engineering firm of McKinsey, Wellington and Company, is 
designed to aid employers in coping with the delicate, and often 
expensive, problems of union discrimination. It is no doctrinaire 
attack on the Wagner Act. To the contrary, Mr. Greenman 
frankly advises employers to take the act as given and then to 
instruct their foremen in its terms so that the statute may be com- 
plied with and mutually satisfactory labor relations may be main- 
tained. 

The first part of the book is devoted to a discussion of the vulner- 
able position of the foremen in union-management relations, the 
particular significance of hiring-firing decisions, the nature of the 
five unfair labor practices outlined in the act, and the needless 
monetary expense of violating the act. With all this as back- 
ground, the second part is concerned with case summaries of im- 
portant decisions by the National Labor Relations Board. By 
mastering these rulings and profiting by the experience of others, 
the foremen are assumed to be less likely to find themselves and 
their company involved in proceedings before the board. Per- 
sonal experience of the reviewer tends to confirm this assumption. 

By way of appraisal, and notwithstanding that Mr. Greenman’s 
style occasionally suffers from repetitiousness, that a discussion of 
the institutional forces which necessitate a Wagner Act is lacking, 
and that the troublesome ‘“‘boss’’ attitudes of foremen are inade- 
quately handled, there is much good in the book. Some day, 
perhaps, more employers than at present will recognize that 
unionists are not ogres and that unionism is one phase of industrial 
democracy. If that day actually arrives, books of this type will 
have contributed to the changed point of view. For that reason, 
this volume might profitably be required reading for employers, 
particularly embryonic employers. 

Washington, D. C. Joszpn J. Kine 
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How to Operate Under the Wage and Hour Law. By Alexander Feller 
and Jacob E. Hurwitz. New York: Alexander Publishing Co., 
1938. Pp. vii, 248. $3.50. 

This book contains primarily in outline form much valuable 
information about the Wage and Hour Law, especially for the 
employer. A short historical sketch of minimum wage legislation 
is followed by outlines setting forth to whom the law applies, its 
provisions as to wages and hours, and the method of administering 
the law. Commendable features of the book are the pertinent 
facts in the decisions of the National Labor Relations Board and 
of the United States Supreme Court in relation to the limits of 
interstate commerce. The text of the original law and the early 
administrative interpretating rules and regulations are included 
in an appendix. A book of this type, however, cannot be relied 
upon implicitly, since the interpretation of the law by both ad- 
ministrator and the courts, and the degree and method of enforcing 
it soon make a permanently bound book out of date. 

Tulane University CiaRENcE E. BONNETT 


Labor Economics and Labor Problems. By Dale Yoder. New York; 
McGraw-Hill Book Co., 1939. Second Edition. Pp. xii, 669. 
$3.50. 

Although a revised edition, this book is an example of the worst 
type of the ‘‘labor problem’’ textbook. A brief examination 
shows that it runs the entire gamut of errors arising from confu- 
sion, discrepancies, reliance upon out-of-date tertiary materials 
originally containing errors, wrong or inadequate references, and 
inaccurate guesses as to current situations. For instance, the 
definition of “‘labor’’ (pp. 3-13, especially p. 13) and “‘labor 
problems’’ (p. 14) are both inadequate and confusing; apparently 
wage-earners in mining and transportation are excluded although 
foremen and lower managerial employees are included. On page 
18 the impossible is attempted of adding ‘‘more and more’’ to the 
“infinite.” On pages 264 and 412 there is a discrepancy of at least 
$157.52 for a 52 week year in the annual earnings of sharecroppers. 
On pages 265 and 412 are separate explanations of low earnings in 
the South; one is very inaccurately stated and both combined are 
inadequate. The statement of facts in the Duplex case contains 
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gtave errors (cf. p. 566 with 254 U.S. 462). The references to sab- 
otage (p. 515) and collective bargaining (pp. 494-495) have prac- 
tically none of the material facts of the textbook. No reference 
is given for the long list of duties of the business agent (pp. 496- 
497); what are the real references for these topics? It is a better 
practice to give no references ‘whatever than the wrong ones. 
The reliance upon tertiary materials has led to errors on the most 
common method of blacklisting (pp. 514, 586), and on the number 
of employers’ associations in existence in 1928 (p. 585,), made even 
more inaccurate by an error in dates. The statement that the 
activities of belligerent employers’ associations belong rather in 
the past shows how far from current this part of the textbook is. 
To one who can afford the time, the listing of all the errors in this 
textbook might be an interesting task. 
Tulane University Crarence E. BoNnNeEtTT 


The Reorganization of the American Railroad System, 1893-1900. By 
E. G. Campbell. New York: Columbia University Press, 1938. 
Pp. 366. $4.50. 

The title of this book suggests a much broader treatment of 
the railway industry than is actually embraced in the study. 
However, the author defines his scope more clearly in the sub-title: 
A Study of the Effects of the Panic of 1893, the Ensuing Depression, and 
the First Years of Recovery on Railroad Organization and Financing. 
The study actually deals, in the main, with the financial collapse 
of a group of railroads during the early ‘nineties, and the spectacu- 
lar financial reorganizations of certain members of this group. 

The Panic of 1893 unquestionably marks a date that is the end 
of an era in American railroad history. The Panic did not cause 
the change, though it sped the departure of the old, and somewhat 
dramatically bowed in the new. The age of independent, and 
frequently misguided, railroad-building, of ruinous cut-throat 
competition and chaotic rates, of futile efforts on the part of rail- 
road executives to cope with the increasing problems of the in- 
dustry and equally futile attempts by the public to achieve a 
solution through regulation, came rather abruptly to an end; and 
the industry, under the guidance of Wall Street, put on the cloak 
of big business. 
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Of course, the change was not quite so sudden in all sections 
of the industry. Both in general and within individual organiza- 
tions, many of the policies and practices of the new age had already 
appeared: there had been innumerable attempts to establish order 
and profitable operations through the formation of pools and rate 
agreements; and a number of companies had individually achieved, 
either with or without the controlling advice of bankers, sound 
organization and management, and even in some conspicuous cases, 
had become huge business combinations. These individual com- 
panies weathered the economic storms of 1893. The Panic actually 
acted as a cathartic upon the industry. Unfortunately the public 
did not take this view of the situation. The financial debacle 
among the railroads killed what remaining faith in the industry, 
as investors, they may have clung to up to this time. It was, 
therefore, necessary that a new program of business policies should 
be introduced that would restore to the railroads the confidence 
of the investing public. 

The bankers supplied the necessary formula; and under the 
leadership of J. P. Morgan and Company the industry was rather 
quickly transformed from a state of competitive chaos and bank- 
ruptcy to a condition of solvency on a semi-monopolistic basis. 
The leading features of Morgan's reorganizations were: (1) re- 
duction of fixed charges to amounts based upon the minimum 
future earning capacities of the roads,—harsh treatment to be 
meted out to bondholders, but liberality to be shown in the matter 
of common stock issues; (2) insistence upon permanent bankers’ 
control, through voting trusts or board memberships; and (G) 
establishment of communities of interest among the railroads 
with the Morgan financial group playing the dominant rdle. 

The author has given an interesting and convincing analysis of 
this period of railroad reorganization. Some of the contrasts 
which he draws, however, appear not to be wholly justified. 
Few of the Morgan policies were novel, though doubtless they 
had never before been as effectively applied. Nor does the im- 
plication, that the older type of railroad leadership was almost 
wholly replaced by banker control, seem to be borne out by the 
facts. Though Morgan had had little to do with railroads here- 
tofore, and remained always a banker, yet most of his associates 
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appear to have been much the same sort of business executives as 
the railroad magnates of previous decades; and certainly financial 
practices since 1893 have frequently borne strong resemblances 
to those of earlier days. 

University of North Carolina Mitton S. Heatu 


Life Insurance. By John H. Magee. Chicago: Business Publi- 
cations, 1939. Pp. xv, 729. $4.00. 

No other institution in American economic life has experi- 
enced as large a growth during the past four decades as that of 
life insurance. Nor has any other institution of recent develop- 
ment placed its fingers on more phases of our social life than this 
one. In 1929, it was reliably estimated that a quarter of a million 
individuals were gainfully employed in the life insurance business 
in the United States, and that more than a million persons re- 
ceived much of their livelihood through identity with the life 
insurance business. Today, more than 67 million individuals in 
the United States carry over 128 million life insurance policies, 
aggregating more than the stupendous sum of $101,000,000,000. 
Life insurance has therefore become not only a source of security 
for millions of persons, but has also, in a very real sense, become 
a dominating factor in both the ownership and the control of a 
large share of the national economy, the extent of which no one 
knows. 

Unfortunately, the colleges and universities of the country have 
not devoted interest to the institution of life insurance com- 
mensurate with its importance, neither as a factor in personal 
finance nor as a problem in social control. Prior to Professor 
Magee’s book, there have been only two texts of wide adoption 
dealing exclusively with the subject of life insurance. Both of 
these books are adequate as analyses of this specialized phase of 
personal finance, but they are too circumscribed in their scope. 
They do not examine insurance in its broadest implications. 
Professor Magee has undertaken to meet some of the most impor- 
tant objections to the narrower approaches. He is as frank with 
the limitations of insurance as with its possibilities. In an 
excellent chapter on its historical development, he shows that 
life insurance is a very human institution, and that it has been 
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as checkered and beset by the ravages of dishonesty, depression 
and panic in its development as any other phase of American 
economic life. His very comprehensive survey of the problems 
of regulation, investment problems and policies, and taxation 
will be a welcome accession to courses in insurance. 

His explanation of rate making is clear and understandable. 
His chapters on selection of risks, reserves, surpius and dividends, 
and the various contract forms and conditions, will be appreciated 
for both their clearness and completeness. Each chapter is 
followed by a comprehensive list of readings, totalling for the 
entire book over thirty-five pages; and in the back of the book 
are found forty-nine pages of questions and problems to corre- 
spond with each chapter. The chapter on the development and 
use of probability, however, is perhaps a little heavy for a first 
course in insurance. The treatment of insurance carriers and com- 
pany organization in the early part of the volume may also place 
the student at a slight disadvantage because of the necessary use 
of terminology, the meaning of which is not developed until fur- 
ther in the book. Nevertheless, such disadvantages will be more 
than offset by the thoroughness of the treatment, and the fact 
that it forms a basis of more comprehensive courses in the subject. 
Unfortunately, none of the texts in life insurance, including 
Magee’s, can be said to have set standards for that field that are 
comparable to those that have been set by the great writers in 
certain other fields, as public finance and money and banking, for 
example. Nevertheless, this text does represent an advance that 
will be appreciated. 

University of Mississippi Roscoz ARANT 


Economics for Consumers. By Leland J. Gordon. Cincinnati: 

American Book Co., 1939. Pp. x, 638. $3.00. 

As interest in the consumer increases books multiply. They 
seem to fall into two general types: the home economics type and 
the economics type. The former stresses the incompetence of 
the average consumer in choosing goods intelligently since the 
consumer lacks training for the task. The world of goods be- 
wilders the consumer with its variety and complexity. Producers 
befuddle us with misleading advertising and high-powered sales- 
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manship. All but a few (and these few mostly home-economics 

; trained) are Alices in the Wonderland of goods. Solution—test- 
ing, grading, standardizing, labelling. How to get these desid- 
erata accomplished in our system of half-free business enterprise— 
silence. 
The economics type of consumer books tends to emphasize the 
| rdle of the consumer in the economic system. The obstacles pre- 
venting the consumer from dominating the producer through his 
| spending in the market are discussed, together with what may be 
done about it. What may be done to give the consumer more for 
his money and at the same time give him increased power in the 
economy as a whole is usually treated as problems to be tackled 
(a) through individual consumer initiative; (b) through coopera- 
tives; (c) through governmental action. Most of these books 
leave one with a sort of dazed feeling that the fight is almost 
hopeless and that whatever rays of hope there are come from action 
by Washington. 
The volume under review is definitely of the second type. The 
author knows his economics and has not overlooked his psychol- 
ogy. The book is organized in three parts: I—‘‘Do Consumers 
Control Production?’ I1—‘‘Restrictions on Consumer Control.’’ UI— 
‘“Making Consumer Control Effective.’’ Part I answers its title ques- 
tion largely in the negative. Part II shows that the chief restric- 
} tions on consumer control are custom, fashion, imitation, clever 
advertising, fraud, irrationality of prices, and credit buying. 

} Part III is a somewhat shot-gun advocacy of consumer education, 
budgeting, careful buymanship, cooperative buying, producer 
aids to consumers, higher standards in products, and governmental 
aids, both negative and positive. 

On the whole the author while leaning somewhat to the left 
maintains his balance well. Producers and advertisers are not all 
devils. The competitive system gives as well as denies the con- 
sumer some desirable things. The fields in which the govern- 
ment can function effectively in consumer protection and still 
allow our present system to survive are limited. The least satis- 
factory portion of the book is a series of chapters in the middle of 
Part III dealing with buying protection (life insurance), buying 

shelter (owning versus renting), and buying investments (a cur- 
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sory treatment of bonds, investment trusts, mortgages, and shares 
of stock). Logically, in a book of this type, there is no more 
reason to discuss protection in the form of life insurance than 
protection in the form of fire or automobile insurance; similarly 
no more reason to discuss buying shelter than to discuss buying a 
car. The problems connected with the wise investment of per- 
sonal savings are far too complex and involved to be handled 
satisfactorily in 20 pages, as the author attempts to do. 

Despite these rather petty criticisms the reviewer, having just 
used the book as a text in a summer session class, holds it to be 
the best balanced discussion as well as the most satisfactory text- 
book yet offered in the field. 

Woman’ s College, ALBERT S. KEISTER 

University of North Carolina 


Sales Analysis from the Management Standpoint. By Donald R. G. 
Cowan. Chicago: University of Chicago Press, 1938. Pp. 
X, 210. $2.00. 

This book is to a considerable extent a collection of illustrations 
of the application of multiple correlation technique to problems 
in sales management, a field in which Dr. Cowan, who is now chief 
statistician of the Commercial Research Department of Swift 
and Company, is a pioneer. The illustrations and techniques 
should be stimulating to the sales manager and the teacher of 
marketing or statistics. There is material for the economic 
theorist too, such as geographical demand curves, diminishing 
returns data, and marginal analysis of income and expense. 

The illustrations are woven together into a more or less sys- 
tematic treatment of the subject indicated by the title of the book. 
The subject matter might be summarized as follows. In establish- 
ing sales quotas it is helpful to measure statistically the factors 
normally associated with regional variations in sales of particular 
products. Factors to be considered are: (a) consumptive char- 
acteristics of the population; (b) competition; (c) sales effort; 
(d) price of product. It is the function of management to measure 
the effect on sales and expense of variations between different 
regions in the type and quantity of sales effort and in the price of 
the product, and to discover the most profitable combination. 
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He should also ascertain what customers it is worth while to sell 
to, and what products to push. Changes in demand and supply 
should be forecasted. 

The reader who is not well-versed in correlation theory will 
find the reading difficult. In measuring relationships the factors 
are usually converted into logarithms. Apparently little or no 
knowledge of statistical method on the part of the reader is as- 
sumed, and the author seeks to give him in short order a reading 
knowledge of the use of equations and curves for making esti- 
mates, and the meaning of simple, multiple, partial, part, and path 
coefficients of correlation and determination. (The author uses 
the term partial determination for what Ezekiel calls separate 
determination. He also uses the term beta [coefficient] in one 
place without defining it). Instead of using indiscriminately 
for various illustrations sometimes one, sometimes another, and 
sometimes several measures of individual importance, it would 
have aided the reader if the author had selected one such coeffi- 
cient—for instance, the coefficient of part correlation, which he 
seems to favor—had explained it more thoroughly, and had used 
it throughout. Students of reliability theory will be shocked 
to find curvilinear relationships employing three constants based 
upon four observations. But the author does not consider stand- 
ard errors of the different coefficients applicable to his data; 
instead he relies on the consistency of results actually obtained 
under somewhat similar circumstances. 

Reading of this book is made more difficult because the pres- 
entation is not always as clear as could be hoped for. Also, 
charts are not uniformly well drawn, and there is one chart with- 
out a text reference. One table has column numbers that do not 
coincide with text references. 

University of North Carolina Dup ey J. CowpENn 


The Functions of the Executive. By Chester I. Barnard. Cambridge: 

Harvard University Press, 1938. Pp. 350. $3.50. 

So varied are the possible functions of an executive that many 
volumes might be written on such a subject with little necessity 
of duplication. In this volume, as in many others appearing 
during recent years, the main function of the executive is regarded 
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as being that function concerned in general with the creation and 
maintaining of an effective organization. This emphasis upon 
organization as the chief function of the executive has come 
about because of the abject need to remove the limits to size in 
modern industrial enterprises. It has been the belief of econo- 
mists in general that there are limits to size beyond which an 
organization may not go without incurring increasing unit costs. 
Both executives and students of management are today denying 
such limits, and citing as the overcoming factor what is often 
designated as the science of organization. 

In this study the subject of organization is treated mainly in its 
theoretical and intangible aspects, with little attention given to 
such aspects as those of structure, systems, procedures, and rules. 
The theory of organization is developed fundamentally from the 
social sciences, drawing particularly upon psychology and so- 
ciology. In this analysis a distinction is made between formal 
organization, defined as ‘‘a system of consciously coordinated 
activities or forces of two or more persons,”’ and informal organiza- 
tion which comprises the unconscious process of society for the 
establishment of certain habits, attitudes, customs, understand- 
ings, and institutions. It is the interacting and mutual condi- 
tioning of these two types of organization that create and maintain 
morale, discipline, cooperation, and efficiency in an organization. 
From this analysis of the problem, constructive methods are 
derived for proper exercise of authority and leadership, for the 
making of organization decisions, the maintaining of employee 
responsibility, and for the effective performance of general execu- 
tive functions. 

The student who has the interest, and perhaps the patience, to 
read through the first part of this volume in which the founda- 
tions are laid will be amply repaid by the penetrating discussion 
of practical problems contained in the latter part. The author 
has succeeded in his purpose of contributing toward a science of 
organization; his work is a significant contribution, particularly 
to the human or personal aspect of this problem. 

University of Alabama E. H. ANDERSON 
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The Principles of Rational Management. JamesG. Gillespie. Lon- 
don: Isaac Pitman and Sons, 1938. Pp.229. $4.00. 

Scientific management continues to be either a formal prototype 
for proposed systems of management, or else a formidable competi- 
tor of all such systems. The latter of these alternatives seems 
applicable in the instant case. In the words of the author: “‘This 
book attempts to do two things: first, to expose the pretences of 
what is called ‘scientific management’ and second, to institute a 
reasonable basis for balanced management practice.”’ 

The attack upon scientific management centers upon certain 
features which are regarded as characterizing the system. In 
the first place, it is claimed that scientific management employs 
the inductive method in logic to the exclusion of the deductive 
method, the latter of which is thought to involve more reasoning, 
to be more rational, and to allow for the better utilization of 
experience. Second, it is claimed that scientific management 
worships factual analysis and the codification of knowledge to 
the exclusion of the rational integration and application of knowl- 
edge. It is claimed also that scientific management utilizes and 
is concerned with only the physical sciences, ignoring (strangely 
it seems) the contributions of the social sciences. Furthermore, 
it is thought that scientific management is impersonal and dis- 
regardful of intimate social values in industrial work—which, 
it may be noted, is more likely an attribute of large-scale organiza- 
tion than of any system of management. Finally, the claim is 
made that scientific management is beholden to the profit motive, 
that it breeds distrust, ca’canny, and unsound industrial relations. 
In fact, scientific management is represented as the virtual embodi- 
ment of bad management practice in general with little recognition 
of its virtues, even those given it by present-day contributors. 
Such an evaluation can hardly be taken seriously by the discerning 
student, even though the author asserts that his knowledge is 
the result of many years of experience with scientific management 
in Great Britain. 

The second purpose of the author is somewhat better accom- 
plished than his first. Rational management, the name given to 
his system, is in general the antithesis of scientific management 
as he has previously depicted it. Rational management is based 
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mainly upon the belief that personnel efficiency is more the result 
of social situations and personal relationships than of physical 
conditions and scientific techniques. Rational management ad- 
vocates, therefore, a consideration of human values and associa- 
tions even to the sacrifice of technical efficiency, and a regard for 
social responsibility not often found in the present capitalistic 
system. Rational management, according to the author, is con- 
cerned with “‘meanings’’ rather than with “‘means,”’ and in order 
that the student may understand rational management and possibly 
learn how to manage rationally, a syllabus of courses is offered 
for his guidance. Finally, rational management is summarized 
in the form of 68 principles, which include various rules and 
axioms ranging from a statement of the law of cause and effect 
to Gantt’s law of authority and responsibility. 
University of Alabama E. H. ANDERSON 


What People Want From Business. By J. David Houser. New 
York: McGraw-Hill Book Co., 1938. Pp. xii, 250. $2.50. 
This volume presents a new approach to the problem of under- 

standing the common business organization from the standpoint 

of the human beings who form it and are served by it. Mr. Houser 
analyzes the problems of the worker and the consumer, their re- 
lationship to business, and suggests a solution. 

With respect to labor, the author feels that present-day methods, 
especially the rise of organized labor, are not the real solution to 
the difficulty. The conclusion is reached that ‘‘pay, promotion 
and working conditions are overemphasized because they are 
concrete.”’ It is the opinion of Mr. Houser that ego is the great 
motive in business operations. A deep need of all workers is for 
a sense of significance in their work, and of growth. The op- 
portunity to do good work is of decidedly greater importance to 
the worker than is the gaining of narrow personal benefits. 

In regard to the consumer, the author states that inward-looking 
organizations are much at fault by reason of their ignoring of the 
consumer and this in turn has caused widespread resentment, which 
is the foundation of much of the recent attack on business. It is 
suggested that the real aim of business should not be merely the 
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making of profits alone, but that the first aim should be to provide 
the consumer with those goods and services that he actually needs. 

The author concludes that the self-expressed attitudes of con- 
sumers and customers toward commodities they use and service 
they receive would provide a means of judging the quality of 
organization and of individual effort. This would give the worker 
a new responsibility, a constant stimulant to improvement, and 
would satisfy his craving for significance of work. This interest 
in the consumer, which is certainly badly needed today, would 
assure his wants and needs a more adequate satisfaction. 

Finally, this book is a new and different view of some of the 
most vital problems of our day and a valuable contribution to 
present-day thinking. 

Furman University R. C. Cox, Jr. 
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The recess committees of the Alabama legislature have been 
holding hearings and preparing bills to be introduced when the 
legislature reconvenes. Major interest centers on the work of the 
Committee on Finance and Taxation. At present it seems that 
no new types of taxes will be introduced. Legislation affecting 
revenues will probably be devoted largely to minor changes in the 
revenue provisions of the present tax laws and to attempts to 
secure improved administration. The committee has announced 
that it anticipates increases in revenues which will provide some 
$2,000,000 for public schools and $250,000 for institutions of 
higher learning. 

The law establishing a state merit system for state employees 
was declared constitutional in the Circuit Court of Montgomery 
County in a test case brought by I. C. Heck, State Comptroller. 

Paul Alyea of the School of Commerce and Business Administra- 
tion, University of Alabama, has made an analysis of the report 
of the state comptroller on state finance and summarizes his find- 
ings by calling attention to the following points of contrast of 
1938 with the fiscal experience of 1937. 

Changes in receipts by sources: 

1. Taxation accounts for an increase of about $1,500,000. 

2. The following important taxes returned additional revenue 
during the year: 


Name of tax Approximate increase in yield 

Bs pcsiswnsenas Sees s seen $2,640,000 

is .iixceh cakes son eaeuke ene 540 ,000 

RE, i sccnneenadawiecasaen on 1,180,000 

3. The following taxes fell off in revenue during the year: 

Name of tax Approximate decrease in yield 

PE ER er rrce ny $1 ,000 ,000 

Unemployment compensation...... I ,O9O ,000 


eee er 
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In addition to the above, several taxes returned from $40,000 
to nearly $100,000 less than their 1937 yields. 

4. The decline in the ad valorem tax is almost exactly equal 
to the amount of taxes lost on account of the homestead exemp- 
tion. This amount ($1,000,000) must be made up to the funds 
affected (general, pension and public schools) out of receipts from 
the sales tax. 

5. The increase in the yield of the income tax is particularly 
interesting because of the earmarking of this receipt. During 
1937-1938, the money collected could be used only for the servicing 
of the warrant refunding (income tax) bonds. These bonds are 
not callable. The annual debt service amounts to about $760,000 
for the next two years, of which only $215,000 represents annual 
maturities. During the fiscal year in question the retirements 
amounted to $1,597,000, which is approximately $1,380,000 above 
the serial maturities. The premium paid on these excess retire- 
ments amounted to $190,475.32, which is an average of about 
13.5 per cent. 

6. The gross operating profits from the ABC stores increased 
approximately $2,050,000. 

7. Federal aids and grants increased about $2,100,000. 

8. The-net receipts of the gemeral fund increased only about 
$400,000, reducing still more its relative importance. 

Changes in disbursements by functions: 

1. The initial appearance of unemployment compensation bene- 
fit payments accounts for more than $6,000,000 of the increased 
disbursements. 

2. Retirements on the funded debt were stepped up by about 
$1,300,000. This change was discussed above in connection with 
receipts from the income tax. 

3. Expenditures of the construction, operation and maintenance 
of highways was increased by about $2,000,000. 

4. Following naturally from the increased business done by the 
ABC stores and license divisions, the expenses of this control 
system increased about $1,500,000. 

5. Expenditures for charities, hospitals and corrections increased 
about $1,000,000. This increase is mainly due to a building 
program for several of the eleemosynary institutions. 
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6. Almost all of the remaining functions enjoyed a somewhat 
higher plane of living, but none of them increased disbursements 
by much more than $500,000. 

Industrial activity in Alabama has been very decidedly affected 
by the coal strike. Naturally activity in the coal and coke in- 
dustries showed the direct effects but indirectly the shutdown in 
the mines retarded the general tendency toward recovery from 
the low levels of 1938 in many of the state’s most important in- 
dustries. However, a comparison of the first five months of 1939 
with the same period of 1938, discloses substantial increases 
in cotton consumption, electric energy consumption, pig iron 
production and steel ingot production. The percentages of 
increase in these four lines range from 14.5 per cent for electric 
energy consumption to 47.6 per cent in steel ingot production. 
The number on payrolls in all kinds of reporting establishments 
failed to show a significant increase although the amount of 
payrolls seems to have increased some six or seven per cent. The 
industrial activity index of the Bureau of Business Research, 
University of Alabama, increased rapidly from a low point of 
36.8 per cent below calculated normal in June of 1938 to a point 
slightly above normal in December. During January, February 
and March the index hovered around the normal line but dropped 
sharply to 23 per cent below the calculated normal in April of 
1939, indicating a slackening tendency in that month. May 
showed a nominal improvement. Trade indices in general indi- 
cate better conditions than in the corresponding period of 1938. 

The effects of the change in pricing policies of the steel industry 
upon the Birmingham district has been the subject of a consider- 
able amount of speculation. There seems to be a general feeling 
that spectacular changes are not to be expected but that the South- 
ern industry will receive a stimulus whose effects will not be fully 
apparent for a number of years. Students of the industry have 
pointed to the relative higher level of activity in the Birmingham 
area as compared with other important steel making districts 
as substantiating their position. 

University of Alabama H. H. CuapMan 
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FLORIDA 


The 1939 session of the Florida Legislature adjourned on June 3, 
leaving the state’s financial outlook for the next biennium none 
too hopeful. Estimates of the annual deficits in the state’s general 
revenue fund ran as high as $12,000,000. A substantial part of 
this was based on the increased claims of the public schools upon 
the general revenue fund. On July 1, the so-called parity amend- 
ment to the constitution became effective, giving the public schools 
a claim on the general fund equal in rank to the claims of any 
other state department when funds ear-marked for their support 
fail to yield sufficient revenues. A bill repealing the } per cent 
gross receipts tax, the proceeds of which go to the public schools, 
was passed by the legislature, as well as a bill appropriating 
$1,400,000 for the schools in addition to their normal continuing 
appropriation. The indicated deficit was further increased by the 
passage of numerous special appropriation bills, an increase in the 
general appropriations for primary state functions and institutions 
over the 1937 level of approximately $2,500,000 and the failure 
to pass any new general revenue measures. Subsequent to the 
adjournment of the legislature, the governor reduced the appar- 
ent deficit some $4,000,000 by vetoing the repeal of the gross 
receipts tax, thus leaving it in force, and the increased public 
school appropriation, as well as several other special appropriation 
bills. 

The second annual short course for bankers was conducted at 
Gainesville on June 6 to 9 under the direction of the General Ex- 
tension Division of the University of Florida and the Florida 
Bankers Association. Four lecture and discussion meetings were 
held on each major topic. Topics covered and instructors were: 


Service Charges and Internal Operation of Banks—Mr. John A. Hand, 
Vice-President, First National Bank, Birmingham 

Bonds and Investments—Mr. J. W. Speas, Vice-President, First 
National Bank, Atlanta 

Bank Regulations and Examinations—Mr. J. Forbes Campbell, 
Senior Research Officer, Federal Deposit Insurance Corporation, 
Washington 
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Credits—Mr. Eugene T. Johnson, Vice-President, Citizens and 
Southern National Bank, Atlanta 

Customer Relations—Mr. Stephen H. Fifield, Assistant Vice-Presi- 
dent, Barnett National Bank, Jacksonville. 


At the banquet session, Dean Walter J. Matherly addressed the 
bankers on Consumer Credit. 

The Florida Citrus Inspection Bureau reported shipments of 
40,605,119 boxes of citrus during the 1938-39 season to July 4. 
This was an increase of 9,148,037 boxes over the shipments of the 
previous season to the same date. 

A group of 89 Florida citrus packers and canners obtained a 
temporary injunction halting the enforcement of the federal wage- 
hour law in their plants. Administrator Elmer F. Andrews had 
previously ruled that the law applied to all citrus packing and 
processing plants except those located in the country or in towns 
with population of less than 2,500 and which received fruit from 
within a 1o-mile radius. The citrus industry had requested a 
ruling exempting the entire citrus belt from the law. The federal 
government announced it would appeal the injunction. 

The Florida Power and Light Company recently returned to 
approximately 90,0co of its Miami customers some $3,600,000 
which the courts ruled it had illegally collected in excessive 
electric rates from March, 1933 to November, 1938. 

University of Florida Joun B. McFerrin 


GEORGIA 


The Georgia legislature adjourned in March without taking 
any major steps to provide additional state revenues to finance 
the expanded program of social services adopted by the previous 
legislature. Nor did the previous legislature provide for adequate 
revenues. Consequently those services financed out of the general 
fund, as opposed to ear-marked funds, have been running on a 
basis far below the nominal appropriations for many months. 
But during recent months the situation has become acute. For 
the past fiscal year ended June 30 the unpaid appropriations ran 
over $7 millions out of total appropriations of about $50 millions. 
Services have been drastically curtailed. The schools, including 
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the state university system, have been forced to bear the brunt 
of the retrenchment. The state owes the schools about $4 millions 
for the past fiscal year. During the last three months of the 
school year many schools, particularly in the smaller communities 
which depend heavily on state funds, had to impose salary cuts 
while others closed entirely. Health and welfare services have 
also been seriously impaired. The crisis drags on. Governor 
Rivers has refused to call a special session of the legislature, 
although it is likely that he will do so in October after public 
indignation at the failure of schools to re-open has forced the 
issue. 

Strong sentiment exists against increased taxes. The general 
sales tax is the chief battleground. But an economy committee 
appointed by the house recently reported that the expanded social 
services could be financed by certain administrative economies 
throughout the state government and the tightening up of several 
existing taxes. The chief source of additional revenue indicated 
is the abolition of the present exemption of federal income taxes 
from the state income tax. But it is a serious question whether 
the gap between revenues and appropriations can be bridged by 
slight changes in existing taxes and by administrative economies 
which would not interfere with public services. 

Early in July Wage-Hour Administrator Elmer F. Andrews 
concluded hearings in Atlanta on the question whether or not the 
323¢ per hour minimum wage should be introduced into the textile 
industry. While no essentially new arguments pro and con were 
revealed by the hearings in which representatives of both labor 
and management participated, the presentation was able, in the 
main, on both sides. At the time of writing Mr. Andrews has 
has not yet made public a decision on the issue. 

Emory University J. R. Huser 


KENTUCKY 


Early in 1938 the General Assembly of Kentucky passed legisla- 
tion strengthening the County Budget Act and providing ma- 
chinery whereby the state local finance officer (the Commissioner 
of Revenue or his appointee), with the collaboration and approval 
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of an ex officio county debt commission, might directly assist 
counties in planning their long-term financing or refinancing 
programs. 

Pursuant to this legislation, the local finance officer assisted 
certain counties in negotiating funding plans for the handling of 
certain judgments and other indebtedness; and, incident to ap- 
proval of these plans, certain taxpayers and local officials attacked 
the constitutionality of the statute. The principal objections, as 
stated by the court in its opinion, were formulated in the follow- 
ing questions. 

1. Does the two per cent limitation in Section 158 apply where 
a proposed bond issue is to fund a debt which is in the form of a 
judgment, and which judgment has never been appealed, and 
where the appeal from such judgment is now barred by the statutes 
of limitation? 

2. Is the act unconstitutional because it forbids the county to 
incur an indebtedness in excess of one half of one per cent of the 
taxable property without the approval of the County Debt Com- 
mission, when Section 158 permits a county to incur an indebted- 
ness not exceeding two per cent of its taxable property? 

3. Has the legislature usurped the powers of the fiscal court 
and thereby contravened Section 144 of the Constitution? 

4. Is the notice to the county judge of the hearing sufficient 
notice to the taxpayers of the county? 

5. Does the act give the county debt commission judicial 
powers when it allows it to pass upon the validity of bond issues, 
and in providing its findings of fact shall be final if supported by 
any substantial evidence, and in providing where there is no 
appeal, the decision of the commission shall be ‘‘res adjudicata?”’ 

Although the Circuit Court which originally tried the case had 
found the statute completely unconstitutional and invalid, the 
Court of Appeals, the Supreme Court of Kentucky, reversed the 
Circuit Court on every count, and held that the statute was en- 
tirely constitutional in all of these several respects. It is gratify- 
ing to friends of good government that the court incidentally 
showed clearly its approval of the admirable policy of state 
technical assistance to localities involved in the legislation. In 
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connection with this case the entire court sat, and the opinion 
by Judge Sims was unanimously approved. 
University of Kentucky Cecit C. CARPENTER 


LOUISIANA 


The First Annual Business Conference of Southwestern Louisi- 
ana Institute was held May 6, 1939. Cooperating in this year’s 
session was the Lafayette Chamber of Commerce and the Lafayette 
Young Men’s Business Club. The topics discussed were: 

**Personnel Policies and Business Profits,’” W. P. Reymond, Jr., 
Personnel Manager, Standard Oil Company of Louisiana. 

‘The Place of Business Training in the High School,’’ Herbert 
A. Hamilton, Lafayette High School. 

‘The Business Life of Soviet Russia,’’ Victor Schoffelmayer, 
Business and Agricultural Editor, The Dallas News. 

“What Business expects of College of Commerce Graduates,”’ 
Dean James B. Trant, College of Commerce, Louisiana State 
University. 

‘*Business Welfare and Social Trends,’’ A. M. Bujard, Louisiana 
Public Utilities Company. 

Dr. S. A. Caldwell of Louisiana State University and Dr. J. C. 
Van Kirk of Tulane University presided over two of the general 
sessions. 

Dr. Karl E. Ashburn, head of the Department of Economics and 
Business Administration at Southwestern, is director of the con- 
ference. 

Louisiana State University S. A. CALDWELL 


MISSISSIPPI 


At the time of this writing Mississippi is engaged in a typical 
Mississippi political campaign. The Secretary of State's office 
reports that over 650 candidates have qualified for state offices 
alone, including the legislature. Seven of these are for the gover- 
notship. The newspapers estimate that in excess of 9,000 have 
qualified for all offices in the state. This circumstance not only 
indicates something of the economic and political character of the 
state, but also the hazard of any attempt to forecast what may 
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happen during the ensuing year. It should be noted that each of 
the seven candidates for governor have gone on record as favoring 
full-value homestead exemption, the maximum of old age security, 
free school text books, and continuation of the present road 
building program. 

Reports from the F.H.A. and the building and loan associa- 
tions indicate that approximately $5,500,000 of new dwelling 
construction touk place in the state between January 1, 1938 and 
July 1, 1939. Unfortunately this movement of home construc- 
tion, financed primarily through federal government funds, is 
forming the basis for much political ballyhoo for full-value 
homestead exemption in the present campaign. 

Mississippi has completed approximately three-fourths of the 
state’s present highway construction program. The state appro- 
priation for the system, supplemented by federal grants, amounts 
to an expenditure of about $87,500,000. By the time this program 
of about 4,000 miles of road construction is completed, the state 
will have one of the best systems of trunk line highways in the 
South. Little has been done, however, toward improving the 
county or rural road system. Some possibility is offered for the 
rural road problem within the near future, in view of the agitation 
for a ‘‘farm to market’’ road program in the present gubernatorial 
campaign. 

Little has yet been said by any of the candidates about the tax 
problem. There have been no promises of consequence for econ- 
omy in expenditures. If any attempt is made to carry out the 
promises that are now being made, the state will undoubtedly 
be faced with some serious problems in its revenue system. The 
two major sources of revenue in Mississippi are the ad valorem 
tax and the sales tax. It is doubtful if the sales tax will stand 
another increase and the ad valorem tax undoubtedly cannot be 
relied on for increased revenue without some drastic reforms in 
its administration; and there is little to hope in this respect in the 
immediate future. For the student of tax reform there is one ray 
of hope in the situation, and that is that the demands for in- 
creased expenditures will force a complete review of the entire 
system of taxation in the state and particularly in the administra- 
tion of the ad valorem tax. 

University of Mississippi Roscoz ARANT 
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NORTH CAROLINA 


The Third North Carolina Bankers Conference was held in 
Chapel Hill during the week of July 10-15, 1939 with over 200 
bankers in attendance. The program centered around major 
problems in bank administration. Dr. Laurence Lundeen of the 
University of Minnesota and Mr. Harvie Wilkinson, Vice Presi- 
dent of the State-Planters Bank and Trust Company of Richmond, 
Va., conducted classes in investment problems; Mr. Alexander 
Wall of Robert Morris Associates and Mr. Lewis Gordon of the 
Citizens and Southern National Bank of Atlanta discussed credits 
and personal loans; Mr. C. W. Bailey, President of the First Na- 
tional Bank of Clarksville, Tenn., presented a development pro- 
gram for a bank in an agricultural community, while Mr. John 
J. Driscoll, Jr. of Driscoll, Millet and Company lectured on cost 
analysis and related problems. Personnel and public relations 
problems were discussed by Mr. Stephen H. Fifield of the Barnett 
National Bank of Jacksonville, Florida. 

An interesting feature of the program was a series of lectures 
on current economic problems delivered by Mr. William A. Irwin 
of the American Institute of Banking who was assisted in a panel 
discussion by Dr. John B. Woosley and Dr. E. M. Bernstein of the 
University of North Carolina. Dr. Woosley also analyzed the 
data on bank operations in 1938 prepared by the Bank Research 
Committee of the North Carolina Bankers Association. Evening 
speakers included President H. B. Wells of the University of 
Indiana, and Mr. Irwin. It was the general opinion of the visiting 
bankers that the conference was the most fruitful and interesting 
yet held in the state. 

Duke University J. M. Kegcu 


SOUTH CAROLINA 


At a meeting on July 7, the Clemson College Board of Trustees 
approved acceptance of a lease which will give the college adminis- 
trative supervision over approximately 27,000 acres of land 
acquired by the federal government in connection with its land 
utilization program. While no definite plans have been an- 
nounced, the area will probably be devoted to experimental and 
demonstrational work in forestry, grazing, recreation, game and 
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fish management, and to a laboratory for studying agricultural- 
industrial relationships, with particular emphasis on part-time 
farming. 

Furman University A. G. GriFFIN 


VIRGINIA 


Business conditions in Virginia during the first six months of 
this year have shown an improvement over the same period of 
1938. The volume of checks drawn during June on clearing house 
banks in the seven Virginia cities reporting to the Federal Reserve 
Board was 1o per cent higher than during May of this year and 10 
per cent higher than June of last year. Employment in June was 
14 per cent higher than in May and 30 per cent higher than in 
June 1938. According to reports made by the three principal 
power companies to the research department of the Virginia State 
Chamber of Commerce the consumption of electrical power was 8 
per cent higher than in May and 18 per cent higher than in June 
of last year. Virginia tobacco manufacture in June, 1939, as 
measured by tax collections of the Bureau of Internal Revenue, 
set a new all-time record exceeding June, 1938 by 22 per cent. 

Based on statistics gathered by the United States Census of 
Manufacturers, the dollar value of various commodities produced 
or manufactured in factories, mills, and other industrial plants has 
increased to a greater extent in Virginia between 1929 and 1937 
than in any other state in the Union. During the period Virginia 
gained 21.8 per cent, from $745,910,000 in 1929 to $908,222,000 
in 1937. 

The industrial growth in Virginia during the past few years 
has been due partly to the expansion of older industries such as 
tobacco manufacture and partly to the coming in of new industries. 
From 1933 to 1938 more than too plants employing 25 or more 
workers have located in Virginia. The most important new 
industries have been those manufacturing rayon yarn, silk and 
rayon goods, cotton goods, hosiery and men’s clothing. At the 
present time two new rayon plants are under construction at 
Pearisburg and Front Royal. It is reported that the Front Royal 
plant when completed and in full operation will be the largest 
rayon plant under one roof in the world. 

University of Virginia GerorceE T. STARNES 























PERSONNEL NOTES 


E. H. Anderson has resigned from the University of North 
Carolina to accept an appointment as associate professor in the 
School of Commerce and Business Administration, University of 
Alabama. 

Konrad Bekker, formerly research fellow of the Brookings 
Institution, has accepted appointment as instructor in economics 
at the University of Kentucky. 

A. T. Bonnell, who has been an instructor in the Department of 
Economics and Commerce of the University of North Carolina, 
has been promoted to assistant professor of economics. 

Daniel Borth, associate professor of accounting at Louisiana 
State University, is now auditor of Louisiana State University. 

James V. Bowen, dean of the School of Business and Industry of 
Mississippi State College, has been appointed director of the 
Business Research Station which will function in cooperation with 
the Agricultural Experiment Station and Extension Division at 
Mississippi State College. Robert C. Weems, Jr., associate 
professor of banking and finance, has been appointed assistant 
director in charge, and S. Paul Garner, associate professor of 
accounting and statistics, has been appointed statistician. 

W. P. Carr, formerly of Mississippi State College, has been 
appointed instructor in accounting at Loyola University. 

M. C. Conner has accepted a research position in the Depart- 
ment of Agricultural Economics and Rural Sociology at Clemson 
College. 

R. C. Cox, Jr. has obtained a year’s leave from Furman Uni- 
versity to continue graduate work at Ohio State University. 

Bruce E. Darling, formerly Taft teaching fellow at the Uni- 
versity of Cincinnati, has accepted an appointment in the Uni- 
versity of Kentucky Bureau of Business Research. 

John L. Fulmer has resigned from his position as assistant 
agricultural economist for the South Carolina Experiment Station 
to accept a position at the University of Virginia. 

2.65 
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S. Paul Garner, associate professor in Mississippi State College, 
was a member of the teaching staff of the University of Texas this 
past summer. 

Paul Geren, instructor in economics at Louisiana State Univer- 
sity, has been granted a leave of absence for the year 1939-40 to 
pursue graduate work at Harvard University. 

A. G. Griffin of Furman University has been granted a leave of 
absence to study at the University of North Carolina. 

Tyler F. Haygood, formerly of the University of Louisville, 
has been promoted to professor and head of the Department of 
Economics of West Virginia University. 

Earl Hicks, formerly research assistant in the Department of 
Economics and Commerce of the University of North Carolina, 
has joined the research staff of the Federal Reserve Bank of Atlanta. 

Paul M. Jones, assistant professor in Mississippi State College, 
taught at the Colorado State Teachers’ College during the past 
summer. 

A. J. Lawrence of the University of Kentucky has been granted 
sabbatical leave for research work at Columbia University during 
1940-41 

E. B. McNatt has resigned from North Carolina State College 
of the University of North Carolina to accept an appointment as 
assistant professor of economics in the University of Illinois. 

Donald Fraser Martin, Jr., formerly assistant professor of 
economics at Washington and Lee University, has resigned to 
accept an appointment in the School of Commerce, University of 
North Carolina. 

James W. Martin has resigned his position as chairman of the 
Kentucky State Tax Commission to resume his duties as professor 
of economics and director of the Bureau of Business Research in 
the University of Kentucky. 

Karl Morrison has been appointed instructor in secretarial train- 
ing at the University of Mississippi. 

Olin T. Mouzon has been appointed instructor in economics and 
research assistant in Southern resources at the University of North 
Carolina. 

Karl D. Reyer, professor of business administration at Louisiana 
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State University, has been appointed to the Committee on Educa- 
tion of the American Trade Association Executives. 

John W. Ruswinckel has resigned as instructor of accounting in 
Loyola University to accept a similar position at Michigan State 
College. 

Robert L. Sawyer, formerly of George Peabody College for 
Teachers, has accepted a position in the Bureau of Business Re- 
search, University of Kentucky. 

Rodman Sullivan, associate professor of economics, University 
of Kentucky, has returned to his duties after a year’s leave of 
absence spent at the University of North Carolina. 

C. C. Thompson of the University of North Carolina has ac- 
cepted a position as instructor in economics in Furman University. 

E. D. Trembly of the University of Michigan has been appointed 
instructor in accounting at the University of Mississippi for the 
session of 1939-40 

W. P. Trumbell, instructor in accounting at the University of 
Mississippi, is on leave of absence during 1939-40 to accept a 
fellowship at the University of Michigan. 

Frank J. Welch, professor of economics at Mississippi State 
College, has accepted a part-time ad interim teaching position in 
economics at the University of Wisconsin and has been granted a 
second year’s leave. Professor Thurston Walls will continue to 
act as head of the department during Professor Welch's absence. 

B. O. Williams, professor of rural sociology at Clemson College, 
was a member of the faculty of Louisiana State University during 
the last summer session. 

Rex S. Winslow has been promoted to associate professor of 
economics in the University of North Carolina. 

Ervin K. Zingler of DePaul University has been appointed 
assistant professor of economics at Louisiana State University. 
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PROGRAM OF THE SOUTHERN ECONOMIC 
ASSOCIATION 


Twetrrx ANNUAL MEETING, NovEMBER 3-4, 1939 
Francis Marion Hotel, Charleston, S. C. 


Friday, November 3 


General Session, 10 A.M. 
Topic: Some Factors in Southern Economic Progress 
1. The Inter-territorial Freight Rate Situation and the South, 
John H. Goff, Tennessee Valley Authority 
2. The Rédle of Outside Capital in Future Southern Develop- 
ment, John V. van Sickle, Vanderbilt University 
3. Discussion 
Round Tables, 2:30 P.M. 
I. Topic: Labor Problems (Papers limited to 30 minutes) 
1. Wage Differentials under Federal Legislation, George 
T. Starnes, University of Virginia 
. Living Standards in the South, Mildred R. Mell, Agnes 
Scott College 
. Unemployment Insurance Experience in the South, 
W. R. Curtis, N. C. Unemployment Compensation 
Commission 
4. Discussion 
II. Accounting and Finance (Papers limited to 30 minutes) 
1. Securities Regulation and its Effects on the Security 
Markets, Wilford J. Eiteman, Duke University 
2. The Influence of the Securities and Exchange Commis- 
sion on Standards of Corporate Accounting, Carl 
Werntz, Chief Accountant, Securities and Exchange 
Commission 
3. The Significance and Economic Implications of the 
Accounting Period in Federal Income Taxation, F. C. 
Tibbets, The Citadel 


4. Discussion 
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General Session, 8 P.M. 
Presidential Address: R. H. Tucker, Washington and Lee Uni- 
versity 
Address: The Réle of Forest Resources in the Future Economic 
Development of the South, W. T. Hicks, Appalachian Forest 
Experiment Station, U. S. Department of Agriculture 


Saturday, November 4 


General Session, 10 A.M. 
Topic: The Measurement of Wealth and Income 

1. The Measurement of National and Regional Income, Simon 
Kuznets, National Bureau of Economic Research 

2. Trends in Income in the South, Clarence Heer, Federal 
Security Agency 

3. The Measurement of Income in Small Geographic Areas, 
W. M. Adamson, University of Alabama 

4. Discussion 


University of North Carolina Joun B. Wooster 
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